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A Novel “Yardstick” for Meas- 
uring the Quality of Utility Service 


How the Commerce Commission of Illinois has 
developed and has been successfully applying a 
system of grading and marking public service 
corporations which offers a fair standard of 
comparison—and which is benefiting both the 
companies and the ratepayers. 


By NEIL M. CLARK 


ET me say in a hurry that I am 
no utility man. Nor have I 


anything to do with the regu- 
lation of utilities. 

As a mere citizen, however, humbly 
consuming modest but inevitable 
quantities of gas and electricity each 
month, it pleases me considerably to 
know that the commerce commission 
of my state, Illinois, has gone to the 
trouble of instituting a grading sys- 
tem for utility service; has created 
a uniform “yardstick,” thoroughly 
standardized, by which the quantity 


and quality of what I get are minutely 
measured. So that I and those more 
intimately concerned may know, with 
exactitude, how the service in my 
town compares, in whole and in par- 
ticular details, with the service in any 
other town in the state. 


N this question of utility service, 
as in so many other affairs 
which seem simple, it is evident that 
often there is no real meeting of 
minds. 
Why ? 
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Because of the failure to define the 
terms which we use. I say to my 
friend: 

“Do you folks have good light serv- 
ice in Smithville Junction?” 

He replies: 

“Yes, indeed, we have very good 
light service.” 

Yet he may not have answered my 
question at all, for perhaps we do not 
stand on common ground; we have 
not defined “good light service.” 

By “good service” my friend may 
mean something closely approaching 
perfection—all the current he ever 
wants, at any hour of the day or 
night, with rarely even a flickering or 
dimming of a lamp; his complaints 
being handled by the company with 
such courtesy that he is almost tempt- 
ed to complain again in order to re- 
peat the experience ; service men being 
always available, in case of need, 
within ten or twenty minutes. 

I, on the other hand, may mean by 
“good light service’ something about 
100 per cent better than I was used 
to five years ago; and that three even- 
ings out of four we can count on get- 
ting through the nightly bridge ses- 
sion without resorting to candles; 
and that occasionally we get a service 
man the same day we put in the call— 
provided we keep calling! 

You see, it’s a question of stand- 
ards. His and mine. We talk differ- 
ent languages, so far as electric light 
service is concerned. Now it is a 
fact, I am assured by those who know 
a great deal more about it than I do, 
that the same confusion as to stand- 
ards holds true, in no small degree, 
even among many who devote their 
lives to providing electric service. 
Not to mention gas! 


i was for the purpose of taking 
some of the muddle out of the 
situation that the present plan of 
grading was developed in Illinois, 
This is the only state, I am told, that 
has anything of the sort. The plan 
has been in operation since 1921. 
Effects have certainly been beneficial. 
Healthy competition between utility 
managers in various towns has been 
stimulated. It is clear even to a casual 
observer that these gentlemen are 
anxious to “get a good grade” from 
the commission. Like boys in school 
—or even more so. 

And why? 

Because in the long run, a job and 
promotions may depend upon it. To 
say nothing of seas of grief in the 
meantime. For the commission does 
not grade utilities and then keep the 
grades darkly secret. No! They are 
pushed out to everyone concerned, are 
made generally known, are vigorously 
used in an endeavor to see that the 
quality of service everywhere is main- 
tained or improved. The grading of 
each utility property tells a complete 
and interesting story about that par- 
ticular property. Tells it a thousand 
times more vividly than a many-paged 
engineering report could. 

Furthermore, it furnishes an ac- 
curate basis for comparing that com- 
pany with any other company similar- 
ly placed. 


bys what is the plan? How did it 
originate? How does it work? 

Having taken the trouble to hunt 
up answers to these questions, I pass 
them on, because it seems logical to 
suppose that this plan, if used in other 
states, would produce comparable 
benefits elsewhere. 
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First, a brief bit of history and law. 
In § 54 of the statute under which 
the Illinois Commerce Commission 
functions, I find these sentences, 


among others: 


“The commission shall have power to 
ascertain, determine, and fix for each kind 
of public utility adequate and 
serviceable standards for the measurements 
of quantity, quality, pressure, initial volt- 
age, or other condition pertaining to the 
performing of its service or to the furnish- 
ing of its product or commodity by any 
public utility. . 

“The commission shall provide for the 
inspection of the manner in which ‘every 
public utility conforms to the reasonable 
regulations prescribed by the commission 
for examining, measuring, and testing its 
service, product, or commodity, and the 
commission may supplement such inspec- 
tions by examining, measuring, and testing 
the service, a, or commodity of any 
public utility. ; 

This constitutes the commission’s 
authority. But ten years and more 
ago, this part of the regulatory task, 
as Chairman Charles W. Hadley can 
tell you, was attended with somewhat 
perfunctory results. In 1914 the com- 
mission first put out rules on service 
and construction. There were loud 
howls, naturally. Nobody loves a 
new rule. And when commission in- 
spectors came around to see if the 
regulations were being observed, the 
general attitude was: 

“We don’t want state men pussy- 


footing around here.” 


S° it went, at first. When violations 
of the commission’s rules were 


discovered, it was the practice to in- 
form the utility manager. Write him 
a letter. Much the same sort of letter 
for every kind of violation, no matter 
whether the rule violated was of 
major or minor importance, the viola- 
tion serious or petty. The utility 
manager was likely to pass the letter 
along to the man directly concerned, 
with instructions to “do something 
about it.” And the incident, ordi- 
narily, died painlessly! 

A better system was required. 
Under Mr. J. H. Mathews, present 
chief engineer of the commission, the 
grading system was inaugurated and 
gradually perfected. Mr. Mathews 
approached the subject along this 
basic line of thought: 


(I What are the factors that enter 

into the rendering of public 
utility service? Is it merely the 
mechanical job of suppyling electric 
current, or gas? Or is it that—and 
something more. 

A list was made of all significant 
factors, and the definition of “service” 
finally achieved was inclusive, to wit: 

Any act which promotes good will; 
that which makes a satisfied con- 
sumer; or the fulfilment by the utility 
of its public duties in such manner as 
to promote good relations with its 
consumers. 

Fairly comprehensive, that! 


= 


“THE commission does not grade utilities and then keep 


the grades darkly secret. 


No! 


They are pushed out to 


everyone concerned, are made generally known, are vigor- 
ously used in an endeavor to see that the quality of service 
everywhere is maintained or improved. The grading of 
each utility property tells a complete and interesting story 
about that particular property.” 
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(2) Can we judge the quality of 
service in a given case by meas- 
uring only one or a few of the service 
factors? Or must we measure them 
all? 

The case was recalled of a gas com- 
pany. Service was terrible. Yet few 
consumers complained. Judging the 
service by the complaint record alone, 
one might have concluded that the 
company was a model public servent, 
better than the gas company in the 
neighboring city—where complaints 
were rather numerous but service, in 
fact, was excellent. The point was, 
people in the former territory had be- 
come more or less resigned to poor 
service. They were sure it would be 
useless to complain. It always had 
been. So they didn’t bother! 

The conclusion of the commission was 
that all service factors must be con- 
sidered. 


(3) Are some of these factors more 
important than others? 

Yes, it was agreed, that is certainly 
the case. Low voltage, dim lights— 
so little “juice” that for an hour a 
man can’t sit in his easy chair and 
read. That is a violation of good 
service, surely, of far more conse- 
quence than the clerical error of fail- 
ing to enter upon the books informa- 
tion in connection with a meter test. 


( 4) Can we, then, give each factor 
its appropriate “weight?” Can 
we safely say that one factor is twice 
as important as another, a second 
three times as important, and so on? 
Again the answer was yes, and the 
weighting was done on the basis of 
100. First figures were somewhat 
tentative, of course; they have been 
modified through the years. 


| this way the problem was thought 
through. These four basic points 
established, it followed that in order 
to arrive at an over-all grade for the 
service of a given company, each 
factor of service must be given an 
individual grade, and the separate 
grades combined. The accompanying 
tabulation (on page 711) illustrates 
the method far more graphically than 
any verbal description. The table 
shows the elements of service used 
today in grading the electric com- 
panies of Illinois; the weight assigned 
to each element or factor; the grades 
given to a hypothetical company, in- 
cluding the method of determining the 
over-all grade. 

It does not take an expert mathe- 
matician, I believe, to see how the 
thing is done. Eighteen factors are 
listed. ach helping to make up the 
total, which is electric service. But 
“continuity of service” counts thirty 
times as much as “extension policy” 
or “billing”; three times as much as 
“handling of complaints.” “Voltage 
regulation” counts twice as much as 
“record of interruptions.” The sum 
of the “weights” equals 100. A grade 
is assigned to each factor by the in- 
spector when he surveys a property. 
This grade is multiplied by the 
“weight” assigned to that factor. The 
totals are added. Their sum is divid- 
ed by 100. Result, the grade for that 
property. 


IX the specific case shown, the com- 
pany earns a grade of 93.56. That 
is pretty high. We have built up, hy- 
pothetically, a very good company. 
But it takes only a casual glance down 
the list from top to bottom to see that 
in some spots there is still quite a 
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CONDITION OF SERVICE 


Continuity of service 
Voltage regulation 
Handling of complaints 
Meter testing 


WEIGHTED 

GRADE Secon 
99 2,970 
90 1,800 
97 776 
98 686 


WEIGHT 


Service improvement attitude and policies ... 91 273 


95 285 
282 
176 


Construction of distribution. lines 


Maintenance of distribution lines 
Provisions for emergency 
Adequacy of capacity 
Consumers’ attitude 

Furnishing new service: 


(1) Where line extension necessary 
(2) Where line extension unnecessary ... 


Meter refunds 

Billing _ ; 
Grounding of secondaries 
RECORDS 

Records of interruptions 
Voltage surveys and records 
Records of meters and tests 
Records of complaints 


FINAL SCORE 
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A REPRESENTATIVE “REPORT CARD” OF AN ELECTRIC UTIL- 
ITY, SHOWING HOW THE VARIOUS FACTORS ARE WEIGHTED 


chance for improvement. And the 
spots are definitely indicated. For 
example, in the matter of furnishing 
new service; or grounding seconda- 
ries. 

The inspections on which grades 
are based are made at no set times, 
but usually at intervals of not to ex- 
ceed a year and a half. Companies 
getting very low grades may be in- 
spected oftener. Some 1,385 towns 
in Illinois receive electric service. 
Approximately 1,300 grades are fixed 
at each general inspection period. 
Results are given to the utility as soon 
as the inspection is completed. Tabu- 


lations of the grades for all towns are 
sent out at one time to all public util- 
ity officials who ought to receive them. 

And what a coveted honor it is to 
appear at the top of the list—to have 
the highest grade! How jealously 
any changes in position are noted, 
and how insistent officials are to know 
the reasons why! What a disgrace it 
is to be the chump of the class, clear 
at the foot! 

At one glance, it is possible to see 
whether Peoria is giving better serv- 
ice than Oak Park, or worse; wheth- 
er Kankakee has succeeded in crawl- 
ing up any on Belleville. 
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O F course, it is hardly fair to com- 
pare service in Chicago, where 
there are millions of consumers, with, 
say, that in Teutopolis, where there 
are only a few hundred. Consequent- 
ly, the municipalities are grouped in 
classes, A, B, C, D, and E. The class 
in which any municipality falls de- 
pends upon a combination of circum- 
stances: the number of consumers, 
population, whether service comes 
from a transmission line or a local 
plant, facilities reasonably available, 
character of the community, indus- 
trial load, and others. Grouped thus 
with other towns in its own class, 
Teutopolis has at least a fighting 
chance to receive a grade setting it at 
or near the top—in its class. 


QUESTION bound to be asked at 
this point is: 

“But how are the grades arrived 
at?” 

That was one of the mysteries in 
the school room, to some of us! 

Are these companies graded in hit- 
or-miss fashion? Does the commis- 
sion’s inspector cock an eye at the 
weather? Examine critically the ci- 
gar given him by the local manager? 
Say offhand: 

“Decent chap. I'll hand him a nice 
grade.” 

Not so! 

Instructions which must be fol- 
lowed by inspectors are complete and 
precise. Page after page of blue 
prints. The concentrated product of 
ten years of study, trial ‘and error, re- 
finement. A grade is not a guess, 
except within narrow limits in a few 
cases. It is the result of trained ob- 
servation plus trained judgment, and 
is arrived at by ascertaining specified 


facts, and referring to the instructions 
to discover what grade is to be given 
for that particular set of facts. The 
variable element of personal judg- 
ment, so far as possible, is eliminat- 
ed. 

Take one important item, “‘conti- 
nuity of service.” This heads the list 
of factors. It “weighs” more than 
any of the others because, obviously, 
it is of the utmost concern to consum- 
ers. Is the “juice” always there when 
I touch the switch? If not, what is 
the character of the exceptions? Are 
they numerous? When do they oc- 
cur? How long do they last? 

Answers to these questions must be 
facts, not guesses. The inspector 
patiently unearths the facts, by study 
of the record of interruptions—or by 
other means, in cases where the record 
is suspect or incomplete. 


ow, it makes a good deal of dif- 
ference at what time of day an 
interruption to utility service occurs. 
In the wee sma’ hours, say between 
1 and 5 a.M., any interruption is not 
likely to bother me much, and is rela- 
tively innocuous in most communi- 
ties; so, interruptions occurring at 
that time do not count so _ heavily 
against a company. Those occurring 
in the evening, anywhere between 
dusk and, say, 1 o'clock, are likely to 
be quite serious and annoying to do- 
mestic consumers—consequently, they 
are penalized more heavily in the 
grading. Interruptions during the 
day may be very serious, indeed, to 
industrial and commercial consumers. 
Workers may have to stand around 
doing nothing. In silk mills, many 
threads may be broken every time the 
machinery stops; it is expensive and 
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tedious to get them tied and the loom 
running again. 

In setting a grade for continuity, 
therefore, the inspector’s first job is 
a matter of auditing, to determine 
when interruptions occurred—how 
many—how long they lasted. Obvi- 
ously, it is far less annoying to the 
- average customer to have one inter- 
ruption for an hour, than to have five 
interruptions lasting from five to 
twenty minutes each, even if the sum 
of the five is not more than an ‘hour. 


__ facts, one after another, 
the inspector patiently digs out. 
When they are before him, he does 
not have to guess what grade to give 
the utility for continuity of service. 
The grade has been worked out for 
him in advance. A somewhat elabo- 
rate table is included in his instruc- 
tions. He runs a finger down and 
across until he locates the combina- 
tion of facts corresponding to his 
findings—and the correct grade is im- 
mediately under his eye. 

When this system was being intro- 
duced, some utility officials voiced a 
natural query. 

“According to this,” they said, “we 
are to be graded both on actual con- 
tinuity of service, and also on our 
record of interruptions. Suppose we 
keep a very good record, but have to 
report a lot of interruptions. Are you 
going to penalize us for not lying?” 

The way this works out is that the 
grading is done on the basis of what 


the records show; but if there are no 
records, or if they are unsatisfactory, 
the grade for continuity of service 
(the most heavily weighted single 
factor in determining the final grade) 
shows a startling tendency to drop. 
Inspectors then have to gather their 
facts as best they can from other 
sources. Grades under these circum- 
stances rarely appear to be as good as 
when there is a clear, competent, ex- 
act record to consult. This is not a 
question of peeve. It is a fact that 
when good records are kept, there are 
likely to be fewer interruptions. The 
management is better informed. It is 
more careful. Better steps are taken 
to prevent interruptions. Service, in 
other words, with a capital “S!” 


Py the method of grading a bit 

further. I do not mean to give 
so many details that the reader can 
go out and get a job as inspector for 
the Illinois Commerce Commission! 
No. But it is interesting and indica- 
tive of the thoroughness of this sys- 
tem, if we break down one more de- 
tail grade and see exactly how it is 
arrived at. Take the item “construc- 
tion of distribution lines.” 

For me as a consumer, I suppose 
this is a very important factor. Well- 
built lines mean good service. That 
should follow, shouldn’t it? But as 
far as grading goes, this element is 
actually taken care of, to quite an ex- 
tent, by other items in the list which 
cannot be good unless this is. No 


e 


no set times, but usually at intervals of not to exceed a 


q “THE inspections on which grades are based are made at 


year and a half. Companies getting very low grades may 
be inspected oftener.” 
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need to “weight” the item very heav- 
ily, therefore—3 will do. Neverthe- 
less, this item must not be forgotten 
entirely. 

Anyone might think that an item 
relatively so unimportant, could be 
graded closely enough by an expert 
guess, or at least by a summary in- 
spection. 

Let’s see. 

Suppose Inspector Brown just 
looks at a company’s distribution lines, 
and offhandedly grades them 80. 
You ask him why. Why not 70? or 
90? 

“Well,” says he, “I don’t like their 
guys—”’ 

Inspector Small is invited to grade 
the same lines independently. Equal- 
ly offhandedly, he grades them 90. 
You mention guys to him. 

“T know,” he says, “I noticed they 
weren't so good. But everything 
else—”’ 

Obviously, offhand judgments are 
difficult to defend. My opinion 
against your opinion. So here once 
more, the whole is broken down into 
its component parts. Each part is 
assigned a weight. The final grade 
is a well-considered figure. So that 
if two competent inspectors, such as 
Brown and Small, now make an in- 
spection of the same property inde- 
pendently, their final grade could not 
very well be more than one or two 
points apart. 

Here, then, are the details they 
must consider, and the weight to be 
assigned to each: , 


(A) MATERIAL 
Poles—kind, size, quality, treatment .. 35 
Wires 
Arms, pins, braces, insulators 
Guys, kinds and sizes of anchors, and 
wires 
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(B) WORKMANSHIP 
Pole setting (including regularity of 
spacing) 
Wire installation (sags, ties, splices) 10 
Crossarm assembly (including insula- 
tors, pins, braces, and double arms) 5 
Guying 


rs 


I a similarly detailed way, so far as 
possible, each item in the total 
grade is made up. Only a few items, 
such as consumers’ attitude, must be 
based on what you might call gossip. 
And that particular item is given a 
low weight, 1, partly for that reason, 
and also because it is reckoned that if 
the more tangible factors of service 
are favorable, the attitude of con- 
sumers will also probably be favor- 
able: that this is actually the case, can 
be shown in a variety of ways. Thus 
when the average grade for service in 
class A companies was 92, the grade 
for consumers’ attitude in the same 
group was above 94; when the aver- 
age grade in class D companies was 
below 82, the grade for consumers’ 
attitude in that group was below 88. 
The two figures, in general, move up 
or down together. When the quality 
of service as a whole is low, the atti- 
tude of consumers is unfavorable. 
That is the significant fact shown 
statistically by these figures. 


bie even in grading consumers’ 
attitude, the waywardness of per- 
sonal opinion is offset as far as pos- 
sible by specific instructions. As you 
may judge by the following excerpts 
from the instruction handbook: 


GrapvE  INSTRUCTONS FOR CLASSIFICATION 
95-100 Practically everybody satisfied and 
commending company for its serv- 
ice. 

Where those interviewed have 
practically no complaint; neither 
do they have any particular com- 


85-95 
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The Methods of Determining the Grades Have Been 
Reduced to Formulas and Tables 


at ge inspector patiently unearths the 

When they are before 
him, he does not have to guess what grade to 
give the utility for continuity of service. The 
grade has been worked out for him in advance. 
A somewhat elaborate table is included in his 


facts. 


instructions.” 








mendation to make, showing a 
general spirit of indifference. 

70-85 Some complaint. A general feel- 
ing that service is not quite what 
it ought to be. 

40-70 Attitude generally unfavorable. A 
general criticism of service but 
public tolerant. 

00-40 Public critical and antagonistic 
with possible agitation for service 
from some other source. 


D° the utility companies take the 
grading plan seriously? There 
is little doubt about the answer to 
that. They do—with the usual reser- 
vations and a citizen’s right to criti- 
cize. Their attitude could be illus- 
trated by many incidents. Suppose 
we record one or two. 

Owing to a severe coal shortage, a 
company in mid-state temporarily lost 
the use of an essential generating 
plant. The commission requested a 
company in adjoining territory to 
hitch on and supply current during the 
emergency. 

“But—,” officials of the latter pro- 
tested, “—-suppose this causes our vol- 
tage to show up badly. What’ll you 
do about our grade?” 

Their only reason for hesitation 
about making the hook-up was fear 
that their grade might fall a point or 
so under that of some cherished 
neighbor and rival. 


Oh yes! they are jealous of their 
grades, all right. 


HAT, it may well be asked, is the 

commission’s attitude in cases 
of that sort? What sort of reply was 
made to these officials? 

Broadly speaking, grades are given 
upon conditions as found, no matter 
what excuses and extenuating cir- 
cumstances may be urged. Once you 
allow extenuating circumstances to al- 
ter the result, it is pointed out, the 
number of “extenuating circumstan- 
ces” magically increases. There’s al- 
ways a little alibi around the corner! 

And in case after case companies 
even now say, in effect: 

“Tf we do so-and-so, will you over- 
look it in the grading?” 

Any other policy than strictness 
would render the grades meaningless. 
At the same time, it is recognized that 
no grade is more important than pub- 
lic welfare. Care is taken not to fall 
into the favorite fool-catching idola- 
try of bureaucracy, worship of system 
for itself, belief that it is more impor- 
tant than the thing to serve which it 
was devised. 


NOTHER little item indicates the 
attitude of the companies to- 
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ward the grades. The fact that the 
commission had given it the highest 
grade for the year in its class, was 
cited by the Commonwealth Edison 
Company in its successful competition 
for the Coffin Award a few years ago. 
A straw in the wind, wouldn’t you 
say? 

But perhaps most significant of all 
in this connection is the fact that the 
companies’ grades have steadily im- 
proved since the grading system was 
inaugurated. That fact cannot be at- 
tributed wholly to natural progress. 
Especially since, as time has passed, 
the grading standards have become 
steadily more precise and exacting. 

The following table shows average 
grades for the five classes of compa- 
nies, at the first grading, and again 
in 1930: 


Class A 
Class B 
Class C 
Class D 
Class E 


1930 


Improvement in every class! Room 


for still more, of course. Especially 
in classes C and D. Class E is rapid- 
ly disappearing, having at present on- 
ly three properties in the group. 


HROUGHOUT this article I have 

talked mainly about electricity. 
The same system, however, is em- 
ployed for grading gas companies, 
and with equal benefits. I shall not 
attempt to go into that in any detail, 
because the methods are similar. It 
will be sufficient to list the factors of 


gas service that are graded, and the 
weights given to each. These follow: 


CoNDITION OF SERVICE 
Pressure, including interruptions 
Heating value 
Handling of complaints 
Meter testing 
Purity 
Consumers’ attitude 
Construction and maintenance 
Adequacy of capacity 
Provisions for emergency 
Adjustment of bills 
Billing 
Extension policy 
Furnishing new service 

REcoRDS 


Pressure surveys and records 
Record of complaints 
Record of heating value .. 
Record of purity 

Record of meter tests 
Record of meters 


_ sum up, what the Illinois Com- 
merce Commission has done is 
to establish service rules. Not arbi- 
trarily. Merely such rules as any in- 
telligent management would want to 
live up to, for the sake of prosperity 
and progress. 

Then, by an excellent method of 
grading, the commission enables 
every company to know how succes- 
fully it lives up to these rules, com- 
pared with other companies in its 
class. In a word, how near it comes 
to giving 100 per cent service. 

Knowledge of this sort is uncom- 
monly likely to produce improvement. 
The competition makes for alertness. 

I, a consumer, derive definite bene- 
fits. 





In coming issues of Pusiic Utixities FortN1GHTLY will appear a series 
of articles by Martin G. Gragser, Professor of Economics at the 


University of Wisconsin, who will describe some of 


the more 


recent and important developments in utility regulation, particularly 
in the state of Wisconsin, where the activities of the state commission 
have assumed a special significance. 
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How the Utilities Will Fare 
in the Coming Revival 


Ass seen by an investment banker 


In the effort to allay the economic depression, the 
utilities pressed their building programs and ex- 
panded their equipment. When the tide of business 
turns, will these increased facilities be capitalized? 


By H. A. HANNING 


ONTAINE Fox’s cartoons base 
tte: appeal upon the fact that 
they so often illustrate actual 
happenings in life. Recently one ap- 
peared showing a little boy who had 
fallen from a tree and was in a rather 


badly damaged condition. On the 
other side of the picture was Mickey 
(Himself) McGuire, the town tough 
boy, urging someone to go to the fall- 
en boy’s assistance explaining at the 
same time that he never administered 
first aid in such cases for anyone 
passing would think that he, Mickey, 
had been directly responsible for the 
boy’s condition. 

Sometimes we encounter a set of 
circumstantial evidence almost as 
overwhelming as this cartoon por- 
trays. 

It seems as if the big public utility 
companies were somewhat in Mickey 


McGuire's predicament. As a result 
of the political attacks made upon 
them by self-appointed critics, many 
utility companies are being looked 
upon with suspicion; what is worse, 
they are in a position where it is diffi- 
cult for them to say very much in 
their own defense and have their state- 
ments accepted as true. 


. is unfortunate that the wild, un- 
supported remarks of radical poli- 
ticians receive more publicity than the 
conservative statements of the utility 
companies based upon facts. The 
companies have no real champions 
except those recruited from the ranks 
of the companies or their associations. 
Those who are able to speak intelli- 
gently because they are informed on 
their subjects are discounted because 
they are “organization men.” 
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Perhaps the writer would appear 
egotistical were he to suggest that 
he were in a position to discuss the 
situation dispassionately, but he sub- 
mits as a qualification that he owns 
no public utility stocks, has never 
worked for a public utility company, 
yet has spent years studying them for 
the purpose of advising investors con- 
cerning the merits of public utility 
securities. He says without shame 


that he has been a strong advocate of 
utility securities, both senior and 
junior issues, over a long period. 


AC who delves into the com- 
plicated financial structure of any 
large utility system realizes to a de- 
gree the problems faced by the man- 
agement in its attempt to coordinate 
and stabilize a financial setup which 
will make possible the smooth opera- 
tion of utility service and provide for 
necessary expansion, and follow the 
numerous, varying local laws and 
other restrictions. The rapid develop- 
ment of the industry during the past 
ten years has put a burden upon the 
management that is difficult for out- 
siders to realize. Admittedly the in- 
dustry had had growing pains and in 
certain instances policies have been 
put into effect which, in the light of 
a 2-year depression, have proved dis- 
advantageous. 

The momentum of the expansion 
programs carried many companies 
beyond their present requirements and 
this is generally admitted. Many 
other industries, of course, are in the 
same condition, but in justice to the 
utility companies it should be said 
that they were urged in the fall of 
1929 to press their building programs 
to the utmost. Without this urge it 


is reasonable to assume that in certain 
instances the managements would 
have tempered their rate of expansion, 
The present large capacity, then, is at 
least in part the result of a sincere 
though futile attempt to avert a de- 
pression. It would be well for some 
of the critics of public utilities to keep 
this point in mind and give credit 
where due. 


HE utility companies themselves 

have always been successful in 
acquainting the public with the facts. 
They have not accomplished all that 
could be desired of their public in- 
formation work, probably because 
there was not the codrdinated action 
which is really needed. A good illus- 
tration of this is the publicity given 
by the companies to their earnings in 
depression times. 

It is pointed out, for instance, that 
electric earnings have held up very 
well; as evidence, comparisons are 
made with other industries. The 
showing was good; consequently and 
for a while the utility stocks withstood 
firmly the force of declining security 
prices. 

However, the true facts were mis- 
understood and the very arguments 
which seemed favorable to the power 
companies were turned against them. 

Not long ago the writer saw con- 
siderable publicity given to a figure 
of $52,435,000 increase in electric 
“earnings” in 1930 over 1929. At 
first glance this statement seems bull- 
ish; hence utility securities appeared 
to be desirable. Then some clever 
critic (and some of them are very 
clever) turned this figure around and 
pointed out that if the public utility 
industry increased its earnings while 
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press their building programs to the utmost. Without this 


q “THE utility companies were urged in the fall of 1929 to 


urge it is reasonable to assume that in certain instances the 
managements would have tempered their rate of expansion. 
The present large capacity, then, is at least in part the result 
of a sincere though futile attempt to avert a depression.” 


e 


"every other industry showed a falling 
off then very likely the utilities were 
either charging excessive rates or else 
there were some shinanigans going 
on that should be investigated. No 
mention was made, of course, that the 
earnings were “gross,” not “net,” be- 
cause in the face of such a statement 
the critics’ argument would fall down 
at once. 

The critic who was quick-witted 
enough to pervert this information 
revealed an ingenuity that is rather 
to be admired. Certainly his reason- 
ing is impressive, and his conclusions 
sound plausible enough to the man- 
in-the-street. 

Thus one of the statements that 
appeared to be cheering to the com- 
panies actually had the effect of a 
boomerang. 


F , g-amngaliert no public attempt has 
been made to analyze the facts 
behind this statement of “earnings.” 
Any good statistician, or common 
sense investigator, if he had suffi- 
cient interest, upon looking at this 
$52,435,000 figure, would immediate- 
ly start to discover where it came 
from and why. The simple state- 
ment that earnings increased by that 
amount is not sufficient for the 
statistician. He knows that earnings 
are derived from the use of facilities 
and he wants to know whether the 
facilities which produced this increase 


were exactly the same as those used 
to provide the earnings for the pre- 
vious year. He will remember that 
utilities have been adding to their 
equipment and facilities; he will re- 
member the pressure exerted in 1929 
to push building programs, and he 
will seek to relate the earnings and 
the investment. 

From the Statistical Bulletin of 
the National Electric Light Associa- 
tion he will see official figures which 
reveal that during the year 1930, 
$919,418,000 was added to utility 
plants. He then will say that $52,- 
435,000 is a gross return of 5.77 per 
cent on the new money. Assuming 
that 50 cents of each dollar of gross 
operating revenue can be carried 
through to net applicable to interest 
charges, it will be. evident that the 
investor of $919,418,000 actually 
earned only 2.88 per cent on the 
money put into properties. This 
could hardly be considered an attrac- 
tive return; it takes little knowledge 
of investment conditions to realize 
that it costs more than 3 per cent to 
obtain money for expansion even 
when it is required by the strongest 
of companies. 

Obviously the 1930 investment in 
new facilities resulted in a distinct loss 
during its first year. 


O F course, any man in any industry 
can sympathize with a great en- 
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terprise which is trying to provide 
an essential service to the public, 
trying to help the employment situa- 
tion by continuing its expansion pro- 
gram and, as a result, is taking a 
financial loss along with everyone 
else. 

Almost any large utility company 
(or any other enterprise for that 
matter) is overbuilt when its capac- 
ity is measured against preSent re- 
quirements for service; if one believes 
that industry in this country is never 
going to revive and that existing con- 
ditions are to prevail for years to 
come, then it would certainly seem 
inadvisable to make an investment in 
public utility securities even at the 
present apparently deflated prices. If, 
on the other hand, one believes that 
the depression will run its course in 
the reasonably near future, then util- 


ity securities (in the opinion of the 
writer) should be given careful con- 
sideration. 


ore of public utility affairs 
are not convinced that the satura- 
tion point in the use of gas and 
electric service has been reached. In- 
deed, those closest to the industry 
realize the most strongly what de- 
velopments are taking place to stimu- 
late the use of additional amounts of 
service for the householder. The in- 
troduction of gas and electricity into 
industry has little more than begun. 
Assuming that economic conditions 
will return to normal in a reasonable 
time, it would seem that the gas and 
electric utilities are in a fine position 


to benefit by such a change. Much of 
their equipment is new, and a substan- 
tial additional load can be taken on 
without further large capital outlays. 
Clearly this means that a large per- 
centage of new gross can be carried 
through to net, and hence will be of 
benefit to the junior securities. 

This situation should be considered 
by those who are inclined to look with 
coolness on utility junior securities at 
this time. 


DMITTEDLY earnings are down. 
They may continue down for a 
while, but the industry has a stability 
factor in its earnings which is worthy 
of emphasis. In 1930 domestic con- 
sumption of electricity increased 9.6 
per cent over 1929, which certainly 
is an impressive figure, especially in 
that year. The unit cost to this type 
of consumer during the same period 
was reduced 0.30 cents a kilowatt 
hour. The year 1931 may well not 
make the favorable showing of 1930, 
but it should show a continuation of 
this stabilizing force in utility earn- 
ings. 

The utility companies have played 
their important part in American de- 
velopment and their very importance 
subjects them to attacks by those who 
consider these attacks a method of 
gaining political prestige. That this 
should be so is unfortunate, because 
the companies have a record of ac- 
complishment which, if properly ap- 
preciated by the public, might well 
tend to temper the effects produced 
by the political critics of the industry. 





Wi the “prudent investment” and the “reproduction cost” schools of utility 
valuation exchange sides—as they did once before—in these days of economic 
changes? Dr. Henry E. Ricos, of the University of Michigan, thinks that is 
a possibility, and he will state his reasons ina coming number of this magazine. 
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“There never was in the world two opinions alike.” 


THEODORE DREISER 
Novelist. 


Joun T. Frynn 
Economist and author. 


Dr. Rosert HutcHINson 


Girrorp PINCHOT 
Governor of Pennsylvania. 


E. W. Howe 
Editor and writer. 


Apert C. RITCHIE 
Governor of Maryland. 


JosepH B. EastMAn 
Interstate Commerce 
Commissioner. 


Epwin GruHy 
General manager, The North 
American Company. 


Henry C. Attwiti 
Chairman, Department of Public 
Utilities of Massachusetts. 


—MONTAIGNE 


“I’m not a communist. They wouldn’t take me.” 


* 


“The holding company problem has now ceased to be 
a utility problem.” 
; ¥ 

“There is considerable virtue in the closed mind, for 
an ever open mind is apt to be the receptacle of much 
rubbish.” 

» 

“Are the people likely to forget that where other 
prices are falling, including wages, public utility rates 
stay up?” 

ev 


“The railroads have been so hounded every fairly 
honest man is ashamed, but the other public utilities do 
pretty much as they please.” 


> 


“Business, and big business particularly, should work 
to leave to the states what the states can do better or 
as well as the central government.” 


* 


“Public ownership need not be combined with public 
operation. It is quite possible to contract for private 
management, and to provide in the contract such definite 
safeguards against exploitation and abuse as may be 
desired.” 


a 


“The critics of the (utility) industry today may be 
divided into two classes: First, those who are sincerely 
interested in helping regulation succeed and, second, 
those who are as intensely interested in making regula- 
tion fail.” 


> 


“It is ridiculous to expect that the public will long 
permit privately controlled monopolies, performing a 
public service, to continue to furnish that service if the 
cost to the public is to be much in excess of what it 
would cost the public to furnish it directly.” 
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Tuomas F. Woopiock 
Economist and publicist. 


M. Epcar PoHNER 
Editor, “Rate-Payer.” 


ALEXANDER FoRWARD 
Managing director of the Ameri- 
can Gas Association. 


ALBERT SHAW 
Editor and publicist. 


Rosert P. Hazzarp 
Shoe manufacturer. 


James S. Beck 
United States Representative 
from Pennsylvania. 


SAMUEL FERGUSON 
President, Hartford Electric 
Light Company. 


“If the regulation of public utilities in this country 
is to be conducted with the ‘public enemy’ concept as 
its fundamental principle, it is very probable that it 
will be but a preliminary step to ultimate public owner. 
ship and operation of all these services.” 


> 


“Someone has estimated that when a prize fight of 
prominence is held at night, that it increases the utility 
revenue in Greater New York by $18,000 because the 
people will sit up later than usual to hear the descrip- 
tion of the fight broadcast from the ringside.” 


5 


“Should Messrs. Maltbie and Van Namee reduce the 
rates of all the telephone, gas, and electric companies 
in the state of New York by 25 per cent, their customers 
would not save as much as the tax they pay in pre- 
ventable damages from smoke to property alone.” 


» 


“If our governments, national, state, and municipal, 
were serving us as beneficially and as honestly as we 
are being served by the capitalists, the engineers, and 
the scientists who are supplying us with electric light and 
power, we would think the millennium had arrived.” 


> 


“Any advance in freight rates is unfair because it 
passes a burden that should be up to the railroads to 
solve to industries that have their own problems of fully 
as serious a nature and have no government bureau to 
pass it arbitrarily on from them to some other goat.” 


aa 


“We entertained the strange delusion that, if the 
President would appoint a commission of eleven men, 
many of whom had had no experience whatever with 
the operation of railroads, this inexperienced and ir- 
responsible super-board of directors could govern the 
railroads far more wisely than men who had given a 
lifetime to such work.” 


* 


“When the man-on-the-street sees large salaries paid 
to utility executives for the performance of what seem 
to him to be relatively simple duties, it is only natural 
for him to feel that he is being burdened to pay them— 
but this is only a matter of judgment. The truth of 
the situation is that such salaries are only too large 
provided the same results can be obtained at a lesser 
70st.” 


722 





it of 
tility 
» the 
crip- 


What State Lawmakers Have Done 
for and to Regulation in 193! 


ParT I 


A summary of the outstanding features of the 
legislation which has both extended and curtailed 
powers of the state commissions and which points 


out the more significant trends in the solutions 
of regulatory problems. 


By GEORGE E. DOYING 


OTWITHSTANDING the outcry 
N that arose less than a year 
ago, following the elections of 
last November, to the effect that the 
“power trust’”’ had been floored for the 
count and that the advocates of public 
ownership of utilities have achieved 
unprecedented victories, the cold fact, 
nevertheless, remains that compara- 
tively little was done, so far as public 
utilities are concerned, in the forty- 
four states whose legislatures held ses- 
sions this year. 

One might almost have been justi- 
fied, after reading the scare heads in 
the newspapers, in expecting to see 
private operation of utilities practi- 
cally abolished as a result of the “up- 


rising of the people” in many sections 
of the country where the power issue 
was said to have been a decisive fac- 
tor in the elections. Even the con- 
servative New York Times declared, 
after the smoke of political battle had 
cleared, that “Tuesday was a bad day 
for the utilities,’ and that “now 
might be a good time for the utilities 
to take sober thought about the fu- 
ture.” There were many other edi- 
torials that even more strongly sug- 
gested evil times ahead for the so- 
called privately owned utilities. 

Of course, these comments were in- 
spired in part by the congressional 
elections, in which several actively 
outspoken opponents of the “power 
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trust” were elected or reélected, and 
in which an opponent of government 
operation of Muscle Shoals, specifical- 
ly endorsed by President Hoover, was 
defeated by an advocate of govern- 
ment operation. It is true, also, that 
Congress passed a bill for government 
operation of Muscle Shoals, which 
was vetoed by President Hoover. 

But let us skip over for the mo- 
ment the broad aspects of Federal leg- 
islation concerning public utilities, and 
get down to a consideration of just 
what happened—and failed to happen 
—in the several states. 


_= legislatures of all the states 
except Kentucky, Louisiana, 
Mississippi, and Virginia met in regu- 
lar annual or biennial session in 1931; 
most of them had started their work 
in January. All of the forty-four 
states had elected the members of the 
legislatures (with the exception of 
some hold-over senators) at the elec- 
tion the preceding November, and 
many of them had selected new gov- 
ernors. Several of the latter were re- 
puted to have been victorious largely 
because of their opposition to the 
“power trust.” 

It was made to appear that, with 
seeming disregard for party lines, cer- 
tain states had chosen new chief exec- 
utives whose principal programs were 
to consist of a complete reformation 
of existing methods of regulating util- 
ities. Perhaps the outstanding situa- 
tion of this kind was in Pennsylvania, 
where Gifford Pinchot conceived that 
he had received “a mandate from the 
people” to abolish the public service 
commission and to substitute an elec- 
tive fair rate board, together, of 
course, with certain changes in the 
regulatory law that would sound the 


death knell of the “predatory utility 
interests.” 

The people, however, apparently 
overlooked the fact that the governor 
cannot enact laws. At any rate, the 
“mandate” does not seem to have been 
extended far enough to include a suff- 
cient number of members of the state 
senate to accomplish the results sought 
by the governor. 


wn Connecticut, in Massachusetts, in 

Iowa, in Texas, new governors 
proposed the enactment of new laws 
in further restriction of public utility 
operations, but the legislators failed 
to adopt most of these suggestions. 

In New York, where Governor 
Roosevelt was reélected, the legisla- 
ture declined to accept many of his 
recommendations for strengthening 
state control of utilities, although the 
St. Lawrence river power project 
finally was started on its way and the 
public service commission was given 
jurisdiction over motor bus and water 
companies. 


Bus to create public utilities com- 


missions in Iowa and Texas, 
(where railroad commissions are at 
present functioning) failed to pass, al- 
though advocated in each state by the 
governor. 

The recommendations of Governor 
Wilbur L. Cross of Connecticut were 
rejected by the legislature, including 
bills to provide for control by the pub- 
lic utilities commission of the finane- 
ing of utilities, to require the filing of 
all agreements between utilities, to 
provide for greater publicity of rate 
schedules, and permitting the commis- 
sion to initiate proceedings on its own 
motion. 

In Massachusetts likewise, the sug- 
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gestions made by Governor Joseph B. 
Ely fell upon deaf ears in the legisla- 
ture. He advocated stronger laws to 
govern the issuance of securities, and 
suggested that the administration of 
these laws be transferred “from the 
general supervision of the already 
overcrowded department of public 
- ytilities’ to some other department. 
He also recommended “the proper 
regulation of holding companies 
which are now the means of circum- 
venting the present laws of the ‘com- 
monwealth in reference to the regula- 
tion and ownership of utilities.” 
Only in the state of Oregon did the 
legislature respond completely and 
wholeheartedly to the suggestions of 
the governor, who succeeded in abol- 
ishing the public service commission 
and doing a number of other things 
that will be here recorded. Even Gov- 
ernor Philip F. La Follette in Wiscon- 
sin failed to secure legislative approv- 
al of one fifth of his five-part program 
—and the part that failed was said to 
be a vital cog in the entire scheme. 


.’ should not be assumed from the 
foregoing portrayal of the more 
or less negative results of the year’s 
legislative sessions that there were no 
new laws enacted affecting public utili- 
ties and their regulation by the states. 
So far as the state commissions are 
concerned, it may be said in general 


that, aside from Oregon and to an 
extent in Pennsylvania, the commis- 
sions were endorsed and strengthened 
in the states where anything concern- 
ing the utilities was done. 

As is usual every two years, there 
were some movements designed to 
oust the commissions. And as usual, 
these efforts failed. 


S° far as the utilities themselves are 
concerned, however, there were 
several new laws enacted that are not 
exactly to their liking. 

Two states—Idaho and South 
Carolina, each the site of large hydro- 
electric developments—enacted laws 
for the imposition of a tax of one- 
half mill per kilowatt hour on all elec- 
tric power generated or sold within 
the state. 

Two states—Kansas and Oklahoma 
—enacted laws prohibiting the mer- 
chandising of appliances by public 
utilities. 

Four states—Kansas, North Caro- 
lina, Oregon, and Wisconsin—con- 
ferred jurisdiction upon the commis- 
sions over contracts with holding com- 
panies. 

Two states—New Hampshire and 
Wisconsin—enacted laws requiring 
public utilities to pay the costs of any 
rate investigation conducted by the 
public service commission. 

Two states—Oregon and Wiscon- 


e 


said in general that, aside from Oregon and to an extent 


q “So far as the state commissions are concerned, it may be 


in Pennsylvania, the commissions were endorsed and 
strengthened in the states where anything concerning the 
utilities was done. As is usual every two years, there were 
some movements designed to oust the commissions. And 


as usual, these efforts failed.” 
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sin—enacted considerable legislation 
for the advancement of public owner- 
ship of utilities. 

One state—IIlinois—enacted a law 
prohibiting an official of a public util- 
ity from serving as mayor or commis- 
sioner of a city having the commis- 
sion form of government. 


Ste most spectacular situation 
that developed during the year’s 
legislative sessions was in Pennsyl- 
vania, where Governor Pinchot made 
strenuous efforts to abolish the public 
service commission of five members 
and create a fair rate board of seven 
members. 

This campaign was slightly rem- 
iniscent of that successfully waged by 
Governor Len Small in Illinois ten 
years ago. Governor Small succeeded 
Governor Frank O. Lowden, during 
whose administration from 1917 to 
1921 the public utilities commission, 
in common with all others in the 
country, was obliged to permit nu- 
merous rate increases due to war- 
time conditions. Mr. Small in his 
campaign for nomination and for 
election devoted a large part of his 
time to the public utility issue (the 
“power trust” was a term that had 
not then been invented) and promised 
the people that if elected he would 
abolish the commission which had au- 
thorized so many and such large rate 
increases. He was elected and kept 
his promise—but in place of five pub- 
lic utilities commissioners drawing 
$7,000 a year each, Governor Small 
induced the general assembly to create 
seven Illinois Commerce Commission- 
ers drawing $7,000 each and eight as- 
sistant commissioners drawing $5,000 
each, not to mention a few addition- 


al private secretaries at $3,000 each, 


Prema Pinchot’s efforts were 
doomed to failure, although one 
of the developments which undoubt- 
edly pleased the governor was the 
resignation of James S. Benn, who 
had been recognized since 1919 as one 
of the ablest commissioners in the 
United States. Mr. Benn had been 
reappointed for a 10-year term by 
Governor John S. Fisher shortly be- 
fore the latter relinquished his office 
to Governor Pinchot, and the nomina- 
tion was pending before the senate at 
the time of the resignation. Governor 
Pinchot had tried during his previous 
administration to effect the removal 
of Commissioner Benn, but the Penn- 
sylvania Supreme Court held in favor 
of Mr. Benn. However, he apparent- 
ly wearied of the fight and when the 
governor announced his intention of 
convening the legislature in special 
session in 1932 for the purpose of 
continuing his efforts to abolish the 
existing commission, Mr. Benn decid- 
ed to step aside. 


Bo the senate and the house (the 
latter being inclined to favor Gov- 
ernor Pinchot’s program) conducted 
committee investigations of the com- 
mission and the public utility situation 
in Pennsylvania. The senate commit- 
tee reported that certain weaknesses 
had been developed in the Public Serv- 
ice Commission Law, and _ recom- 
mended a number of bills designed to 
improve the situation. The house 
committee, however, declared that 
“the public service commission has 
lost the confidence of the people,” and 
recommended that it be abolished. 
The report asserted that the commis- 
sion “has been negligent in its duties, 
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A New Wisconsin Law Requires Every Holder of One Per Cent 
of Utility Stock to Be Reported to the Commission 


— public utility is required to furmsh 
to the commission the name of each 
holder of one per cent or more of the voting 
capital stock of the utility, and the nature of 
the property right or other legal or equitable 
interest which the holder has in such stock, in 
order to enable the commission to determine 
whether such holders constitute an affiliated 


interest.” 





indifferent in its stewardship, and a 
menace to proper utility regulation.” 

The house passed the bills advo- 
cated by Governor Pinchot, but they 
failed to receive favorable action in 
the senate. On the other hand, the 


senate passed a bill to create a people’s 


counsel bureau in the department of 
justice, to provide assistance for rate- 
payers and municipalities in the prose- 
cution of complaints against the rates, 
services, or facilities of public utili- 
ties, and this measure the house failed 
to approve. The senate also passed, 
and the house permitted to die, a bill 
limiting the capitalization and financ- 
ing of public service companies and to 
regulate holding companies. The sen- 
ate likewise passed a bill to authorize 
cities and incorporated towns, except- 
ing first and second class cities, to 
acquire, construct, and to lease or 
operate public utilities and to provide 
means therefor. 

This bill also died in a house com- 
mittee. 

Both branches of the Pennsylvania 
assembly agreed upon a bill amending 
the commission law by defining the 
duty of the courts on appeals from 


orders of the commission, providing 
that orders of the commission shall be 
prima facie evidence except in rate 
cases, and requiring the court on ap- 
peals to consider the testimony. This 
was approved by the governor. 


HE Wisconsin legislature changed 

the name of the railroad commis- 
sion to the “public service commis- 
sion of Wisconsin” and considerably 
extended the powers conferred by the 
law, including authority to require 
disclosure of the relations of public 
utilities with affiliated interests and to 
control contracts between utilities and 
affiliates. 

The legislature for the second time, 
as required by the state Constitution, 
adopted a constitutional amendment 
to remove the 5 per cent debt limita- 
tion on municipalities in connection 
with che acquisition of utility plants. 
The amendment now will be submit- 
ted to a referendum at the 1932 elec- 
tion. 

The legislature also adopted, for 
the first time, an amendment to pave 
the way for the state to enter the 
power business. This must again be 
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adopted by the 1933 legislature, be 
voted upon at a general election in 
1934, and enacted into law at the 
1935 session, so that it cannot become 
operative before 1936. 

Another measure enacted by the 
Wisconsin legislature authorizes the 
creation of power districts, permitting 
communities with publicly owned 
utilities to unite to serve intervening 
territory, and still another provides 
for the creation of a public power cor- 
poration to administer the affairs of 
public ownership and to enter into 
agreements with private utilities. 

After adopting all of these bills, 
however, the state senate by a vote 
of 16 to 15 defeated a measure which 
would have authorized municipalities 
to enter into competition with pri- 
vately owned utilities, and by the 
same vote refused to create the office 
of state utility counsel, who was to 
represent communities in any contro- 
versies with utilities. Under the 
present law, a municipality can com- 
pete with another utility only after 
securing a certificate of convenience 
and necessity from the commission, 
which, of course, is not easy to do if 
the utility in the field is rendering 
adequate service. 


tio measure broadening the pow- 
ers of the newly named public 
service commission of Wisconsin ex- 
tends jurisdiction over rates and 
service to any city or village where 
light or heat is furnished under con- 
tract, to the same extent that the 


commission has jurisdiction over 
service furnished directly to the pub- 
lic. 

Every public utility is required to 
furnish to the commission the name 


of each holder of one per cent or 
more of the voting capital stock of 
the utility, and the nature of the 
property right or other legal or equi- 
table interest which the holder has in 
such stock, in order to enable the 
commission to determine whether 
such holders constitute an affiliated 
interest. 

“Affiliated interests” are defined to 
include every person and corporation 
owning or holding directly or indi- 
rectly 5 per cent or more of the vot- 
ing capital stock and including any 
chain of successive ownership, and 
every corporation which. has one or 
more officers or directors in common 
with a utility. Such interests also 
are declared to include every corpora- 
tion or person which the commission 
may determine as a matter of fact 
after investigation and hearing is ac- 
tually exercising any substantial in- 
fluence over the policies and actions 
of a public utility even though such 
influence is not based upon stockhold- 
ing or common directorship. Such 
influence is included if exercised 
through blood relationship or if the 
parties are related by ownership or 
by action in concert even though no 
one person or corporation alone is af- 
filiated in the manner previously de- 
scribed. 

The bill as originally presented to 
the legislature included a provision 
that all directors of public utility cor- 
porations should be residents of the 
state of Wisconsin. This require- 
ment was removed by agreement, but 
a provision was retained that author- 
izes the commission to remove any 
director who may delegate or relin- 
quish his duty to manage and direct 
the local utility. 
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PPROVAL of the Wisconsin com- 
A mission is required for every 
contract hereafter made for the fur- 
nishing of management, supervisory 
construction, engineering, accounting, 
legal, financial, or similar services, for 
the purchase, sale, lease, or exchange 
of property, or for the furnishing of 
any other service. Copies of all such 
contracts or arrangements, or a veri- 
fied summary of any such unwritten 
contract or arrangement, and of all 
such contracts or arrangements, writ- 
ten or unwritten, entered into prior 
to the effective date of the act, must 
be filed with the commission. Com- 
plete information as to the cost to the 
affiliated interest of the service must 
be presented to the commission before 
its approval can be secured. 

In any proceeding involving rates 
or practices of a public utility the 
commission shall not approve the in- 
clusion in the accounts of the utility 
of any payment to an affiliated inter- 
est under existing contracts unless the 
utility shall establish the reasonable- 
ness of the charge. 

The section of the act relating to 
changes in rates was amended by add- 
ing a paragraph which provides that 
no change in schedules which consti- 
tutes an increase in rates to consum- 
ers shall be made except with the 
written approval of the commission 
after an investigation and hearing. 

The time limit on appeals from 
commission orders was reduced from 
ninety to sixty days. All moneys col- 
lected by the commission are to go in- 


to a revolving fund to be used by the 
commission in the performance of du- 
ties for which no special appropria- 
tion is made. 

The commission is given original 
and concurrent jurisdiction with mu- 
nicipalities to require extensions and 
to regulate service of public utilities, 
but this does not limit the power of 
the commission to act on its own mo- 
tion. 


| i addition to extending the con- 
trol of the Wisconsin commis- 
sion over the issuance of securities, 
the amended act requires each public 
utility to file its estimate of the annual 
rate of depreciation required for each 
class of fixed capital, and of the com- 
posite annual rate of depreciation re- 
quired for such fixed capital as an 
aggregate, which shall constitute the 
utility’s estimate of the amount which 
should be returned to it out of its 
rates for service. The commission is 
authorized to accept or revise these 
rates, and after certifying those it 
deems proper, such rates are to be 
used in any proceeding involving 
rates or practices. 

A new development in public utility 
law authorizes the commission to pre- 
vent the payment of dividends where 
(a) depreciation reserves are not kept 
up to the requirements fixed by the 
commission, and (b) where for that 
or any other reason dividends are be- 
ing paid out of capital or the capital 
has been impaired. 

Another important new provision 


e 


were offered to prohibit merchandising by public utilities; 


q “In eleven states bills more or less uniform in character 


such laws were enacted in Oklahoma and Kansas.” 
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“As usual, some ‘freak’ bills were introduced in a few of 


q the legislatures. Among them might be mentioned one in 
New York which proposed to make public utilities of all 


press associations.” 


authorizes the commission to control, 
by veto, new construction, changes in 
facilities and other matters, subject 
to restrictions intended to conserve 
managerial discretion where not in- 
consistent with public interest. In- 
stead of excluding unnecessary or ex- 
travagant construction expenditures 
from the rate base, this legislation is 
designed to prevent the construction 
in the first place. 

Public utilities are required to pay 
the cost of any investigation made by 
the Wisconsin commission on its own 
motion or on complaint. In addition, 
the commission is to determine at the 
elose of each fiscal year the total of 
its expenditures during the year less 
those reasonably attributable to its or- 
dinary duties, deducting the amounts 
collected as the costs of particular in- 
vestigations, and the remainder is to 
be assessed to the several utilities in 
proportion to their respective gross 
operating earnings. The Wisconsin 
statutes prior to 1931 authorized the 
commission to assess costs of investi- 
gations against the utilities where 
they were found to be charging un- 
reasonable rates, for instance, but it 
is understood that this provision was 
practically a dead letter. The pres- 
ent commission is enforcing the newly 
enacted section. 


N™ - Hampshire adopted an 
amendment to the law relating 
to the public service commission, by 
which public utilities will be required 


7 


to pay all expenses of the commission 
in rate cases, not including any part 
of the salaries of the commissioners, 
It is further provided that the com- 
mission shall be under no obligation 
to make a rate investigation of a util- 
ity which has been the subject of such 
an inquiry within five years, although 
the commission may in its discretion 
act within that period. 


HE Kansas senate refused to 

agree to a bill passed by the house 
and advocated by Governor Harry H. 
Woodring to require public utilities 
to pay the cost of the operations of 
the public service commission. The 
legislature, however, appropriated a 
special fund of $100,000 for the com- 
mission to use in its endeavor to se- 
cure lower electric and gas rates. 


A: usual, some “freak” bills were 
introduced in a few of the legis- 
latures. Among these might be men- 
tioned one in New York which pro- 
posed to make public utilities of all 
press associations. The measure 
would have conferred upon the public 
service commission jurisdiction over 
the rates, services, and securities of 
“all associations, agencies, bureaus, 
companies, and corporations, mem- 
bership or otherwise, engaged in gath- 
ering, collecting, distributing, supply- 
ing, and furnishing news matter or 
syndicate or feature material to news- 
papers, periodicals, magazines, or oth- 
er publications, and all wire service 
associations, agencies, bureaus, com- 
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panies, and corporations, membership 
or otherwise.” 

In Missouri a bill was introduced 
to subject to the jurisdiction of the 
public service commission newspa- 
pers, magazines, and periodicals car- 
rying paid advertising matter, and 
providing for reasonable charges, ade- 


' quate service, and other details. 


ip eleven states bills more or less 
uniform in character were offered 
to prohibit merchandising by public 
utilities; such laws were enacted in 
Oklahoma and Kansas. The activity 
seems to have been fostered by “The 
American Bureau of Commerce,” 
whose address is a post-office box in 
Cleveland and which is understood to 
be the personal creation of A. B. Wal- 
ton. So the People May Know is the 
title of a publication issued at Kansas 
City as the official organ of the 
“American Bureau of Commerce, 
Western Division, and Fair Merchan- 
dising Ass’n.” 

The Missouri house passed the anti- 
merchandising bill, but it died in the 
senate. Similar measures failed to 
make progress in Alabama, Califor- 
nia, Illinois, Indiana, Nebraska, Ne- 
vada, Pennsylvania, and Tennessee. 

The Oklahoma act, which became 
effective July 10, 1931, provides that : 

“It shall be unlawful for any public 
service corporation, its directors, officers, 
managers, agents, or employees to engage in 
the sale of merchandise utensils or chattels 
of any sort not directly connected with and 
necessary to the general business of such 
public service corporation as authorized by 
its charter.” 

The Kansas statute, effective June 
1, 1931, provides that: 


“It shall be unlawful for any individual, 
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firm, or corporation engaged in the manu- 
facturing, transporting, distributing, or 
selling of heat, gas, water, electricity, or 
electrical current to engage in manu- 
facture, wholesale or retail, by sale or 
lease, of any chattel, article, commodity, 
or manufactured product, except those ar- 
ticles which have been owned by such util- 
ity company in manufacturing, distributing, 
or selling its utility service, or those arti- 
cles which are the direct product of the 
business of manufacturing or distributing 
said utility service.” 

Since the effective date of the Kan- 
sas statute the manager of a Topeka 
utility has been arrested for its viola- 
tion, and several public utilities joined 
in a suit to have the law declared un- 


constitutional. 


LTHOUGH an anti-merchandising 
bill of this character was not 
presented to the Texas legislature, 
there was some agitation on the sub- 
ject in that state and the attorney gen- 
eral recently instituted proceedings 
against a San Antonio utility to have 
its charter forfeited on the ground 
that the corporation had violated the 
state law by engaging in the merchan- 
dising business without charter. 

In Missouri, where such legislation 
failed of passage, the public service 
commission has recently announced 
the completion of new uniform classi- 
fications of accounts for electric, gas, 
and water utilities, including segrega- 
tion of revenues and expenses con- 
nected with merchandising, jobbing. 

The South Carolina legislature cre- 
ated a legislative committee to investi- 
gate electric rates throughout the 
state, and this committee has started 
an inquiry into the merchandising 
practices of the electric utilities, in 
addition to calling for information re- 
garding their rates and services. 


This summary of state legislation affecting utility regulation during 
the year 1931 will be continued in the next number of Pustic 
Urmities Fortnicutty—out. December 24th. 
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Why I Believe in Govern- 
ment Ownership— Unless 


ARTICLE I: The personal experience of a conservative 
who became converted into a liberal 


Tuus is the first of a series of two articles, each settin 
view that is diametrically opposite, and each typical of 
the authors belong—one the liberal, the other the conservative. 


forth a point of 
e group to which 
In each 


case the author starts out in one group, and as the result of his own per- 
sonal experiences, temperament, and observations, gradually switches over 


to the other. 


The results in each case depend largely on just w 


hat the 


authors are willing to accept as “facts,” and on the conclusions that they 
draw from them. 


By PAUL Y. ANDERSON 


¥Y own basic opinions on the 
M subject of government own- 

ership of the utilities are as 
follows: 

1. That public ownership and 
operation of public utilities is more 
desirable than private ownership and 
operation as the latter exists now. 

2. That in virtually every instance 
where the two have existed side by 
side or consecutively, public owner- 
ship has demonstrated that it possesses 
many substantial advantages from the 
public’s standpoint. 

3. That unless the abuses which 
now generally characterize private 
ownership are promptly and drastic- 
ally eradicated by those responsible 
for them, public ownership is inevit- 
able. 

4. That there does not appear to 
be the slightest disposition among the 
leaders of the industry to eradicate 


them ; on the contrary, the determina- 
tion of utility owners and operators to 
deceive the public, corrupt public offi- 
cials, paralyze regulation, pad their 
investment and operating cost ac- 
counts, prevent the establishment of 
competing public systems, and engage 
in numerous other malodorous prac- 
tices designed to enable them to ob- 
tain exorbitant returns for the serv- 
ices they perform, becomes more 
manifest every day. 

5. That public ownership will come 
gradually, largely through the elim- 
ination of privately owned utilities by 
competition with publicly owned sys- 
tems. Indeed, that transformation is 
now in progress. 


Ws Henry Allen Cooper of 
Wisconsin died recently at the 


age of eighty-four, after thirty-six 
years of service in Congress, he was 
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recognized and respected as at once 
the Dean of the House and its most 
“radical” member. Persons subscrib- 
ing to Lord Roseberry’s romantic 
theme that it is natural for people to 
entertain advanced ideas in youth and 
to abandon them a few years later, 
frequently exclaimed over what 
- seemed to them Representative Coop- 
er’s unnatural consistency. The gal- 
lant patriarch on such occasions al- 
ways retorted: 

“It is possible for a man to be a 
radical at twenty-five and a reaction- 
ary at forty, and it is equally possible 
for the same man to be a radical at 
fifty-five and a reactionary at seventy, 
but it is impossible for such a man to 
be of much value to either side at any 


age.” 


HE term “radical,” when em- 
ployed in the political sense, sig- 


nifies one who seeks to remedy polit- 
ical evils by attacking their roots. 
That level of common sense is not 
easily attained, and usually results 
from sustained observation culminat- 
ing in fixed convictions and purposes. 
Hence usually it is coincident with in- 
tellectual maturity. I can think of no 
natural reason why an individual so 
gifted as to reach it at an early age 
would abandon it later, assuming that 
his faculties remained unimpaired. 
Having no claims to precocity, I 
cheerfully acknowledge that if the 
opinions stated above are sufficient to 
define me as a “radical,” I became 
one by slow degrees. My native back- 
ground was conservative. In my 
youth the term “Socialism” filled me 
with the same fears and forebodings 
that the word “revolution” now in- 
spires in the breast of a Daughter of 


the American Revolution. At the age 
of ten the word “Bolshevism”—had 
it been known—would have fright- 
ened me almost as badly as it now 
frightens a chamber of commerce 
orator. 


M* first definite impression con- 
cerning the evils of private 
ownership resulted from my observa- 
tion, as a newspaper reporter, of the 
methods employed to put a franchise 
ordinance through a city council. It 
was perfectly apparent that the utility 
company not only had taken pains to 
assure the election of certain alder- 
men but that it had resorted to brib- 
ery. My principal reaction then was 
an ambition to see the corrupters and 
the corrupted punished, but I was also 
able to discern and reflect on the fact 
that the boodle money was simply an 
investment which the company ex- 
pected to recover many times over in 
the form of exorbitant rates. I dis- 
covered, moreover, that the company’s 
course in saddling a corrupt govern- 
ment on the town—in order to get its 
franchise — resulted in numerous 
other forms of corruption and mis- 
government. I have no doubt that the 
highly “respectable” owners of that 
corporation deprecated the presence 
of the vice and crime wave which 
descended on the community. But 
they were directly responsible for 
it. A public official who is known 
to be corruptible in one respect can- 
not be expected to be severely right- 
eous in all others. 

In the years that have elapsed I 
have seen the history of that episode 
repeated many times, and always on 
an advancing scale. One might find 
it possible to smile at the recollection 
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The License to Perform Public Service Is a Public Trust 
from Which Great Fortunes Should Not Be Derived 


“We cannot live without water, light, 
heat, power, transportation, and com- 


munication. 


The business of supplying these 


services is essentially a public business, and 


payment for them is essentially a tax. 


It is obvious that license to perform these pub- 
lic services constitutes a public trust, and that 
anyone who takes advantage of that license to 
make a great private fortune is guilty of a 


breach of trust.” 





of the small town water company 
which supplied campaign funds to al- 
dermen who would vote it a fran- 
chise; but who can smile at the spec- 
tacle of a great city engulfed in crime 
and corruption, terrified by gangsters 
and racketeers, its name an epithet in 


the mouth of mankind, because a 
great utility magnate found it expedi- 
ent in his business to assist a pack 
of buffoons and scoundrels into office? 
Who will smile when secret slush 
funds are sent from distant states to 
defeat a famous United States Sena- 
tor who has advocated experiments in 
public ownership? It is neither amus- 
ing nor reassuring to see a gigantic 
lobby descend upon the National Capi- 
tal, hiring ex-legislators right and left, 
to block a legislative inquiry into the 
practices of an industry engaged in 
a public business. It is alarming to 
know that great sections of the press 
are being corrupted, that educators 
are being brought up, and that the 
very textbooks in the public schools 
are being poisoned with propaganda. 
Thus my earlier impression deepens 
into the fixed conviction that the 


greatest evil of private ownership is 
the debasing influence it exercises on 
government. This is infinitely worse 
than the monetary loss suffered by the 
public through exorbitant rates and it 
seems to be inherent in the system. 


E cannot live without water, 

light, heat, power, transporta- 
tion, and communication. The busi- 
ness of supplying these services is es- 
sentially a public business, and pay- 
ment for them is essentially a tax. 
Some are supplied by local and na- 
tional governments, but the greater 
number are furnished by private cor- 
porations, duly authorized to act as 
public agents and to take a reward 
commensurate with the cost and value 
of the services performed. It is 
obvious that license to perform these 
public services constitutes a public 
trust, and that anyone who takes ad- 
vantage of that license to make a 
great private fortune is guilty of a 
breach of trust. Regardless of val- 
uation formulas, holding companies, 
management charges, and similar de- 
vices, the test of faithful performance 


734 





PUBLIC UTILITIES FORTNIGHTLY 


in the end is the interest which the 
operator receives on his investment 
and the amount of compensation he 
obtains for his services. 


6 i opportunity to profit by the 
performance of a public service 
is an extremely delicate one, and re- 
quires of the man so entrusted a lofty 
’ sense of obligation and a scrupulous 
brand of honor. Anyone who betrays 
the slightest feebleness in the face of 
the heaviest temptation is unfit for 
such a trust. In short, the business 
of operating a public utility demands 
of the operator a unique degree of 
unselfishness and a superlative meas- 
ure of public devotion. This demand 
is magnified when the business as- 
sumes the form of monopoly. When 
operating economy warrants the ex- 
tension of that monopoly over vast 
and increasing areas, as is true in the 
manufacture and distribution of elec- 
tricity, the character requirements 
which the condition imposes on the 
operator assume almost superhuman 
outlines. To ask whether these re- 
quirements have been met would be 
superfluous. The facts are notorious 
—and I wish to avoid being abusive. 

Whether the owners and operators 
of utilities are capable of prompt and 
convincing repentance may be left to 
time. Certainly they exhibit no pres- 
ent symptoms of impending conver- 
sion. 


Wes we come to examine the 
comparative merits of public 


and private ownership, it is difficult 
to decide which has done more to in- 
fluence: thinking individuals in favor 
of public ownership—its actual ac- 
complishments, or the transparent and 
offensive attempts of private operators 
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to disparage and slander those accom- 
plishments. In twenty years of news- 
paper work, eight of them in Wash- 
ington, I have had ample opportunity 
to observe and be exasperated by the 
stupidities of public officials and gov- 
ernmental agencies. No chamber of 
commerce orator has damned them 
more roundly or, I daresay, tried 
harder to end them. No bellowing 
Babbitt more devoutly wishes to be 
convinced of the vaunted superiority 
of “private initiative,’ but those who 
should be exemplars of it refuse to 
let conviction ensue. 

If it is true that public ownership 
is wasteful and inefficient, it seems to 
me that private operators would wel- 
come every proposed experiment in 
public operation, because the result 
would demonstrate the truth of their 
argument. If they have any faith 
in their own contention, why do 
they go to shocking lengths to de- 
feat every proposal to experiment 
with public ownership? Why have 
they battled tooth and nail for ten 
years to keep the government out of 
the power business at Muscle Shoals? 
Why have they spent huge sums at- 
tempting to defeat bond issues in 
cities which desired to experiment in 
municipal ownership? Why have 
they expended a fortune to circulate 
childish lies about the publicly owned 
systems of Canada? Why do they 
not, instead, welcome every test of the 
comparative merits of public and pri- 
vate operation? Why do they not dis- 
play the courage of their propaganda? 

The answer is obvious. In virtual- 
ly every instance where private opera- 
tion has been brought into competi- 
tion with public operation, private 
operation has been discredited. 
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A‘ a matter of fact—sickened 
though I am by the hypocrisy 
which is associated with the phrase— 
I have sufficient faith in “private 
initiative” to believe that public utili- 
ties could be more efficiently operated 
by private operators than by any gov- 
ernmental agency. Indeed, it is possi- 
ble that private operation as now con- 
ducted actually is more efficient than 
public operation, but such economies, 
if any, certainly are not passed on to 
the public. Hence there is no reason 
why the public should be interested 
in them—except as proof that some- 
one is betraying the public’s trust. 
The public is primarily interested 
in the service it gets and the amount 
it pays for it. Every fair comparison 
shows that public operation is produc- 
ing equal or better service at much 
lower cost to the public. The experi- 
ences of Detroit, Los Angeles, Cleve- 
land, Tacoma, Springfield, James- 
town, and scores of other American 
cities and towns, to say nothing of 
Ontario, make up a mountain of ir- 
refutable evidence. The infantile at- 
tempts of private operators and their 
spokesmen to deny the existence of 
this mountain, or to “explain it 
away,” is doing as much as anything 
else, in my judgment, to turn public 
sentiment against private ownership. 
The late J. B. Sheridan, who 
hanged himself after his activities 
as a power propagandist had been 
exposed by the Federal Trade Com- 
mission, once wrote confidentially 


to a fellow propagandist : 

“The best public relations stuff in 
the world is a nice little reduction in 
rates. Do we get it? We do not, 
. . « I believe in private initiative 
but T don’t believe in subsidizing 
it 4 to 7 cents per kilowatt hour. 

. Don’t say taxes! Taxes are 
less than 0023 per kilowatt hour in 
this state.” 


ND there you have it. If the pri- 
vate industry devotes to improv- 
ing its own service and lowering its 
own rates the energy and money it 
now dissipates in traducing public 
ownership; if it stops talking about 
the beauties of regulation and aban- 
dons its efforts to avoid or defeat 
regulation; if it welcomes the free 
competition of publicly owned plants; 
if it keeps its hands off the govern- 
ment, the press, and the schools; if 
it sticks rigidly to its own job and 
obeys President Hoover’s admonition 
to keep its income in “glass pockets”; 
if, in brief it can bring itself to dis- 
play the qualities of an honorable and 
trustworthy public servant instead of 
the instincts of a hog, it may look for- 
ward to prolonged enjoyment of the 
reasonable compensation which is the 
just reward for performing a public 
service. Otherwise its goose is cooked 
and it may as well bow before the 
inevitable. 
Propaganda is no substitute for 
performance in this country, and this 
industry has been amply warned. 





began his career as a liberal and spent several years as a government 


q In the following number of this magazine, Aaron Harpy Ut, who 


employee, will tell “Why I Believe in Private Ownership—Unless,” 
in which he will recount the personal experience of a radical who 
became a conservative. 
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As Seen from the Side-lines 





It is now nine months, an incubation 
period, since the Conference for Pro- 
gressive Political Action assembled at 
Washington under the aegis of Senator 
Norris, Governor Pinchot, and their 
Company of Mutual Accord. Well 
could the assumption have been made 
that a bouncing boy would have been 
the product, not clothed in swaddling 
garments but supplied with the cleats 
and pads of a football warrior in the 


arena. 
* * 


Oruer things have come along, not 
twins or triplets to it, but competitors 
possessing more emotional qualities to 


command public attention. 
* *x 


THE gentleman who walks the street 
is not so much disturbed by his light 
bill as in getting an income with which 
he can pay it and procure the necessi- 


ties of life. 
* x 


THE independent manufacturer is 
more worried about order cancellations. 


THE tradesman confines his thoughts 
to the procurance of women who will 
buy, not paw over the goods and stroll 
away. 

* x 

Tue farmer wants Esch-Cummins 
repealed, the Grain Board to adopt a 
new formula, or something, whatever 
it may be, to supplement his income. 
His outgo commands a secondary posi- 


tion in his cerebellum. 
* * 


So, instead of a Remus or Romulus 
who springs from the loins goaded for 
a fight with wolfish savageness, we have 
a fat, plump’ boy, coming along in the 
ordinary course, waiting perhaps until 
he attains adult strength before vying 
for the place in the calcium glare. 

* * 


THIs somnolence may have escaped 
those who are concerned in matters of 


public regulation. But the more far- 
seeing among them contemplate the day 
when agility and truculence may dis- 
place the quietude and innutrition which 
now engulfs the boy. His name, by the 
way, for he was christened on the day 
of conception, is Public Ownership. 

* * 

Wuat did this conference do? 

* * 

Ir adopted turgid resolutions assert- 
ing in sum and substance that private 
ownership must be displaced by public 
ownership and, by inference at least, 
that public regulation of public utilities 
is nothing short of a colossal failure. 

* * 

THESE utilities, said the resolutions, 
in meaning, were granted by the people 
the right to supply them a public serv- 
ice. 

- * * 

Tuey collect and expend revenues 
exceeding twelve thousand millions of 
dollars annually. 

* * 

“Ir had been thought that we could 
avoid a purely political control of public 
utility service by establishing enter- 
prises endowed with private legal rights, 
coupled with public obligations. The 
unfortunate result has been the growth 
of private rights and the decay of public 
obligations in the handling of public 


business.” 
aE ok 


THE catastrophe, it seems, would 
have been reached, but read the resolu- 
tions a bit further: 4; 

aK * : 

“Our efforts of government regula- 
tion of privately owned utilities have 
produced the counter force of private 
regulation of government. We have 
nourished a private financial interest 
in the control of government that is 
steadily undermining our constitutional 
safeguards of democracy.” 


737 





PUBLIC UTILITIES FORTNIGHTLY 


IF the point needs amplification, carry 
on: 


* * 

“Ir will not be possible for the people 
to enjoy a representative government 
so long as they are compelled to pay 
an increasing tribute to support the 
corruption of public opinion and the 
private control of public offices.” 

* * 


Anp the crowning, epitomizing dec- 


laration: 
6 * 


“WE cannot regulate our regulators.” 
* * 


You must not expect to see this baby 
perish from inanition. There will be 


the clash between private and public 
ownership so long as there is a public. 
* * 


You must concede that Mr. Norris 
is volitive, resourceful and persevering. 
* * 


Dona_p Richberg, if all the others 
were excluded, is a man of intelligence. 
Nor is idleness included in his physical 
or mental makeup. 

aA 


ErrHeR one of them could place him- 
self in the confident philosophy of 
Wendell Phillips, who exclaimed, “Give 
me a good cause and only half-a-dozen 


persons and I could start a revolution.” 
* 


Tuis session of Congress has been so 
closely separated that an occasional 
death has altered the domination of the 


House. 
K * 


In the Senate you count upon a 
fluctuating control, which formal politi- 
eal designations do not of themselves 


indicate. 
* * 


On any pleasant afternoon, where 
peace and serenity could be the rule, 
you must not be surprised if the pro- 
nouncements of the conference burst 
forth ‘into heated oratory and debate. 

* ** 


THESE gentlemen will sound out pub- 
lic opinion. If they find a favorable 
public sentiment (which, to them, is 
whether they catch page one of the 
newspapers) you can expect that the 
forénsics may be interminable. The 


7 


baby will grow whiskers overnight. 
* * 


THERE is a political campaign for the 
presidency underlying this congressional 
session, and if they can frame the issue 
of public ownership as a means of 
resuscitating the vanishing pocketbook, 
they will do it, all opposition to the con- 
trary notwithstanding. 

*” *~ 


PERHAPS you have observed that the 
dissertation on public ownership bore 
among its signatures those of Public 
Service Commissioners Kronshage and 
Lilienthal, both of Wisconsin. They 
were designated to their posts of public 
regulation by Governor La Follette. 

* * 


THE question has been asked, natur- 
ally, whether they, as official enforce- 
ment officers of the theory of public 
regulation of private utilities, should 
have indorsed a declaration committing 
themselves to the policy of public own- 


ership. 
* * 


Ir they believed in it, why not? 
aK * 


WE have altogether too much cow- 
ardice in public life of people believing 
one thing and expressing another or 
expressing nothing. The Wickersham 
Commission is an example. 

* * 


Ir seems to me that the only test of 
these gentlemen is whether their official 
acts as public service commissioners of 
Wisconsin coincide with the policies as 


expressed in the laws of that state. 
* * 


Mr. Eastman, of the Interstate 
Commerce Commission, is himself an 
advocate of some forms of public own- 
ership, yet his reappointment was rec- 
ommended by some of the foremost 
champions of private ownership that 


can be found. 
* *” 


Ir Mr. Eastman’s reappointment had 
altered the balance of power on the 
commission—ah, that would have been 
another question. 


fri Fo Kann tut 
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OUT OF 
THE MAIL BAG 


The Trend in Municipal 
Power Plants 


n page 139 of the August 6th issue of 
O Pustic Urtiitres FortNiGHTLY occurs 
the sarcastic statement, in the article by 
Charles Edward Russell, to the effect that 
there are, in the United States, “2,580 mis- 
guided municipalities that insist upon owning 
their electric light plants.” 

That statement sounds big—until you learn 
the facts. 

Most of the municipal plants are very 
small; often they are situated in remote 
places serving only twenty to fifty families. 

The United States makes a census of the 
electric industry once in five years. From 
these official reports we learn that in 1922 the 
private-owned plants produced 2,607,051,000 
kilowatt hours and the municipal-owned 
plants produced 195,000,000. 

Twenty years later the statistics showed 
that the private plants produced 38,413,240,000 
kilowatt hours and the municipal plants 
1,878,296,000. In other words, while the mu- 
nicipal plants gained 1,683,296,000 kilowatt 
hours, the private-owned plants gained 
35,806,189,000 kilowatt hours—more ‘than 
thirty times as much as the municipal plants! 

In 1927 the revenues from customers for 
the private plants was $1,554,606,537 while 
that from the municipal plants was only 
$112,439,034. In this last year the average 
revenue from current sold for all purposes 
was 2.23 cents per kilowatt hour in the 
private and 3.34 cents per kilowatt hour in 
the municipal-owned’ plants,. according to the 
U. S. Census of 1927. If the consumers 
of the electric service furnished by the 
private-owned companies had been forced to 
pay the municipal rates, in place of paying 
$1,554,606,537, they would have paid the vast 
sum of $2,220,000,000,000. In other words. 
private ownership saved the consumers the 
great sum of $666,000,000, in round numbers. 
in one year. More than 95 per cent of all 
the electric current produced and sold in the 
United States is under private ownership. 
Moreover, we must not forget that the private 
plants paid taxes while the socialized plants 
escaped taxation. This year the electric light 
industry will contribute, in round numbers, 
$200,000,000 out of their revenues for taxes. 


If all these plants were under public owner- 
ship, other forms of wealth would be forced 
to pay that $200,000,000. 

It may be true that the sentiment for the 
socialization of utility property is growing; 
especially in times like the present. But all 
the facts prove that public ownership would 
be a political, economic, and social calamity. 

During the past twenty years more 
1,400 municipal-owned plants have either 
failed, or voted to sell out to some private 
corporation, not because the people hated 
socialism, but because municipal ownership 
could not give as good service, or at as low 
a rate, as privately owned plants. 

—F. G. R. Gornon, 
Haverhill, Mass. 


Donations to the Unemployed 
“Deducted” from Utility 
Employees’ Wages 


HE present emergency of unemployment 

has proved to be provocative of innum- 
erable plans for the relief of those affected 
by the situation. Along with them has come 
a recrudescence of a form of tyranny which 
first raised its head in connection with the 
“drives” instituted for the benefit of the Red 
Cross. The difference is that where employ- 
ers then proceeding under the clearly implied 
imminence of official displeasure, exacted 
from their help the sum of merely one dol- 
lar each annually for the Red Cross, (so that 
dear, old Podunk Electric Light and Power 
Company might over-fill its quota and make 
good advertising copy of the fact), we now 
see what amounts to practical extortion be- 
ing instituted in companies whose manage- 
ments have decided to “tax” their personnel 
a percentage of their salaries for the benefit 
of the unemployed. 

This procedure must be objected to; first, 
on the ground that no corporation has any 
legal or moral right to constitute itself an 
extra-governmental tax authority; secondly, 
the action involves a substantial degree of 
intimidation; thirdly, many of those so taxed 
without their unconstrained consent have un- 
employed and infirm already dependent up- 
on them; lastly, the public utility Business 
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has never been distinguished for free-hand- 
edness in respect of wages for the rank and 
file, and any tax imposed upon these people 
is, of necessity, burdensome. 

The duty of every man to help is plain, 
but the right of any other man to deduct 
from his salary without his consent is ve- 
hemently denied. The utility company which 
under duress, makes these deductions is sow- 
ing the seeds of trouble for itself. If it is 
true that charity begins at home, it may be 
recommended to the salary deductors in the 
public utility business that the next time the 
public clamors for a rate cut, the companies 
raise the pay of those whose labors made 
possible the gains and economies on which 
the rate-cut pleas are based, instead of hand- 
ing them on to the public. Generously paid 
employees may be counted on to deal gen- 
erously with others, to contribute to better 
times by their improved purchasing power, 
to be more loyal to the companies themselves. 

—A,. J. Franck, 
Richmond Hill, N. Y. 


e 


The Technique of Creating a 
, “Taxless City” 


Ee have been reading about “tax-free” 
cities, not only in the daily press but in 
the pages of Pusiic Utizities FortnicHrtty. 
Every city would like to be tax-free. 
When we inquire how these favored com- 
munities come to make their claims, (of 
course, the claims are never quite true), we 
find it alleged that their happy situations 
come from engaging in commercial business 
enterprises. 

This letter will show how cities can make 
incredible profits—without risk and “without 
costing taxpayers a cent.” 

It isn’t necessary for a city to accept the 
hazards of commercial business in order to 
get enormous “profits” and to become “tax- 
free.” There is an obvious way to do the 
same thing without any risk whatever! 

The secret lies in compound interest. 

Let each city issue its own bonds and with 
the proceeds buy the bonds of another city. 
Then let compound interest work, and pres- 
ently both cities will have enormous “profits.” 
Of course, city taxpayers. will have to put 
up a little money at first—just to start the 
thing off—but every cent of this will be 
paid back to the taxpayers a little later. 
Do you doubt it? Then watch the technique! 


ET ts suppose that municipality “A” 
issues $10,000,000 of its own 4% per cent 
bonds and with the proceeds buys an equal 


quantity of the 44 per cent bonds of my. 
nicipality “B.” Let municipality “A’s” jp. 
come from its bond purchase be invested ané 
reinvested annually in more and more of 
“B’s” bonds. 

In ten years, municipality “A” will own 
$15,529,694.20 of the bonds of municipality 
“B.” “A’s” own bonded debt by that time 
will have been reduced to $7,500,000 by the 
operation of a 40-year sinking fund. The 
taxpayers of “A” pay the interest and sinking 
fund charges on their own bonds for the 
first ten years. Don’t worry! This will be 
paid back! The business starts to be self. 
sustaining at the 10-year point; it then begins 
to carry its own interest and sinking fund 
charges. In the eleventh year, income js 
$698,836.24, expenses $587,500, the “profit” 
(to be reinvested), is $111,336.24. 

After thirty years of this self-sustaining 
and reinvesting program, “A’s” own debt 
will have been extinguished and that city 
will own about $30,073,000 of the bonds of 
the other city. The $6,493,750 that the tax. 
payers of “A” paid for interest and sinking 
fund during the first ten years is now paid 
back. There is a clear “profit” of $23,580,000, 
remaining after “every cent that the tax- 
payers ever put up has been paid back to 
them in full.” Carrying on from that point, 
the profits shortly become unbelievable; at 
the end of another hundred years they ap- 
proach two billion dollars. 


Wa now is the joker? There is none! 
The thing is not only arithmetically 
feasible; it is being done. When taxpayers 
furnish a little noninterest-paying capital at 
the start—the compounding of unpaid in- 
terest makes what city bookkeepers call 
“profit.” 

In city commercial enterprises these profits 
may pile up even faster, for the following 
reasons: 


1. Original noninterest-bearing capital is 
aw, if ever, paid back to taxpayers in 
ull. 

2. Other noninterest-bearing capital is 
added each year—by tax exemptions, for 
instance. 

3. Apparent returns on capital are likely 
to exceed 44 per cent—particularly when 
depreciation and obsolescence—that pe- 
riodically wipe out investments—are ne- 
glected, and when other expense items 
can be diverted, on the books, to other city 
departments. 


All commercial businesses have hazards; it 
is safer to stick to trading in bonds. 
—Georce L. Hox, 
Los Angeles, California. 





“RecuLatTion BY LecisLaTion,” by the well-known financial writer MERRYLE 
‘SranLeyY RUKEYSER, will appear in a coming number of this magazine. 
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What Others Think 





How Should the Utility Holding Company 
Be Regulated——-and by Whom? 


. i holding company certainly re- 


ceived what the Tammany Hall 
boys would call the “Bronx Salute” at 
the recent power conference of the 
American Academy of Political Science 
at Philadelphia. Two speakers ad- 
dressed the session devoted to this topic 
and neither had many compliments to 
pay the holding company in its present 
state. Professor James C. Bonbright, 
of Columbia University, the first speak- 
er, was probably a little more practical 
in his position than the second speaker, 
Mr. John T. Flynn, nationally known 
magazine and newspaper writer of New 
York. But Mr. Flynn provided the 
fireworks. 


Layers Bonbright took the hold- 
ing company for granted. He wast- 
ed no time in arguing whether the peo- 
ple would have been better off if the 
holding company had never come into 
existence ; he claimed that this is a moot 
question and purely of academic, or, at 
the most, historical interest, and just 
about as important as a determination 
of whether or not Napoleon would have 
won the battle of Waterloo if it had 
not rained the night before. 
Fortunately, or unfortunately, the 
holding company is here to stay, and 
whether it is a bane or a blessing, the 
proper steps for utility regulators to 
take is to start from that point and de- 
cide what ought to be done about it. 
That is precisely the point from which 
Professor Bonbright started and he 
proceeded to outline what ought to be 
done about the holding company in a 
very specific and workmanlike manner. 
Mr. Flynn, on the other hand, did 
not take the holding company for grant- 
ed at all. He conceded that, by virtue 


of the centralization of single scat- 
tered utility plants, certain economies 
had been effected but he took the posi- 
tion that these arguments are simply 
arguments for large scale production, 
and that the holding company is only 
one device that has been so far tried 
to effect such large scale production. 
True, no other device for accomplish- 
ing the same purpose (with the pos- 
sible exception of governmental oper- 
ation) has yet been suggested. 

But are we warranted in concluding 
that no such alternative method is pos- 
sible ? 

That is the question that puzzled Mr. 
Flynn and it is safe to say that it puz- 
zled a great many of his hearers be- 
fore they left the meeting. 

Professor Bonbright was more speci- 
fic and practical; he outlined a compre- 
hensive program for future regulation 
of the holding company and finished 
with a succinct summary. He could 
have written a great big “Q.E.D.” on 
the blackboard and most of the hearers 
would have agreed. But Mr. Flynn 
could not properly put a “Q.E.D.” 
after his address. Instead he pro- 
pounded a question which he admitted 
his own inability to answer. He left 
it as a challenge to the ingeniousness 
and integrity of the power industry and 
governmental regulators. And since 
the unanswered problem lingers long- 
est in the memory, many of that audi- 
ence are probably still scratching their 
heads over the questions raised by Mr. 
Flynn. 


CCoRDING to Professor Bonbright, 
most disinterested parties agree 
that the holding company should be 
regulated, Such was the sentiment of 
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the recent investigation commission of 
New York state; such was the senti- 
ment of a similar commission in Massa- 
chusetts, and such will probably be the 
sentiment of the Federal Trade Com- 
mission at the termination of the pres- 
ent probe. Senator Couzens, of Mich- 
igan, has already introduced into the 
United States Senate a bill for Federal 
regulation of interstate holding com- 
panies. 

But there is no such agreement as to 
the extent to which such regulation 
ought to be indulged. Cautious critics 
believe that full publicity of holding 
company accounting would be sufficient 
to correct present abuses. Others, al- 
though skeptical of the success of mere 
publicity, believe that it ought to be at 
least tried before more radical meas- 
ures are adopted. 

Professor Bonbright is one of those 
who believes that publicity of itself is 
not sufficient, and that as long as hold- 
ing companies are free to bid against 
each other for the control of any prop- 


erties they desire to bring under their 
wings, a rational plan of the public util- 
ity map of this country is out of the 


question. He believes that some of the 
holding companies, at least those who 
assure us that their consolidation pro- 
gram is prompted purely by motives of 
operating economies, are spoofing the 
public. 

He concedes that there is such a 
thing as consolidation for purpose of 
operating economy, but there is also a 
certain form of consolidation which is 
prompted solely by the desire to get as 
many properties as possible under the 
control of one holding company and 
out of the control of any other hold- 
ing company. He points to a power 
map of New York state where the 
properties of each different holding 
company group are shown in different 
colors. Assuming that New York 
state is not an extreme example, Pro- 
fessor Bonbright says that the present 
division of properties between the two 
main groups in that state is an absurd 
one. It shows no semblance of a ra- 


tional scheme of consolidation such as 
would be developed by a group of engj- 
neers whose duty it is to divide the ter. 
ritory so as to secure maximum efficien. 
cy of construction and operation. The 
map reveals, on the other hand, an ap. 
parent struggle between the two main 
groups to gobble up as many small in. 
dependent operating units as possible 
without regard to how or where they 
fit into the operating scheme of the bai- 
ance of their system. 

There is another type of regulation 
which Professor Bonbright would im- 
pose upon the holding company. He 
would not permit the imposition of 
“service charges” against ratepayers of 
operating companies through operating 
expenses for questionable and some- 
times fictitious “administrative” or “en- 
gineering” services by a holding com- 
pany or an affiliated subsidiary. 


F. gem of the prevailing system 
of state regulation would prob- 
ably meet this charge with the conten- 
tion that state commissioners already 
have the power to veto questionable op- 
erating expenses and frequently do so 
where evidence indicates that such ex- 
penses are padded. Professor Bon- 
bright meets this suggestion as follows: 


“But evidence sufficient to convince a 
court, with its tendency to give the benefit 
of the doubt to the management, is ex- 
tremely difficult to secure, especially with 
respect to service such as management 
charges, the fairness of which cannot be 
tested by reference to current market val- 
ues. In my opinion, the whole practice by 
which a public utility system trades with 
itself, through profitable transactions be- 
tween the holding company and its sub- 
sidiaries, is fundamentally vicious. _ Its 
persistence for many years, and its defense 
by the great majority of present-day ex- 
ecutives, is not a high testimony to our 
current business ethics. It is only fair to 
add that the managements of two of the 
great utility systems of this country seem 
themselves to have recognized the force of 
this criticism. I refer to the Niagara Hud- 
son Power Corporation and to the Com- 
monwealth and Southern Corporation, both 
of which have announced plans whereby 
the holding company ceases to do a profit- 
making business with its own subsidiaries, 
so far as concerns charges for management 
service.” 
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Finally, Professor Bonbright would 
have the security issues of holding com- 
panies under the complete control and 
supervision of regulatory bodies. It 
has long been the argument of those 
who object to this type of regulation 
that holding company securities do not 
and cannot affect the ratepayer, and 
that even where holding company fi- 
nancing is questionable it can only af- 
fect people who invest in holding com- 
pany securities. 


owes some degree of protection 
to the investing public as well as to the 
utility rate-paying public, Professor 
Bonbright believes that even the rate- 
paying public can be jeopardized by a 
reckless financing of utility holding 
companies. For example, if a holding 
company’s capitalization is inflated its 
credit must suffer unless it is able to 
maintain interest and dividends on 
over-issued securities by causing its 
subsidiaries to charge excessive rates. 
Whether in effect a holding company 
succeeds in causing the subsidiary to 
charge such rates as will hold up the 
inflation, or whether having failed to do 
so its fund-raising power is destroyed, 
it is the consuming public that gets it 
“in the neck.” In one case it suffers 
by the payment of higher rates. In the 
other case it suffers by the failure of 
the utility industry to extend its serv- 
ices and make improvements required 
by the rapid development of electrical 
technique. 

Professor Bonbright is not fully de- 
cided as to the Federal versus state con- 
troversy with regard to holding com- 
pany regulation. He is inclined to take 
a middle position. He stated that it is 
“obvious that state commissions will 
be powerless effectively to control the 
national holding companies without the 
aid of the Federal government.” He 
believes the problem can best be solved 
by a codperative action between the 
states and Washington. 


M* FLYNN started his address by 
professing not to be alarmed at 


Am from the fact that the state 


the mere size of the holding company. 
He claimed that he was concerned only 
with whether it is worth the price of 
its keep. He is too old an observer of 
American business to be frightened by 
such phrases as “power trust.” He said 
that we should have long ago become 
accustomed to recognizing that our util- 
ities are monopolies and that ten public 
utilities, for instance, in ten different 
towns are each monopolies in the towns 
they serve, whether the ten utility plants 
belong to ten utility companies or to 
one. 

Since, therefore, an electric company 
serving Philadelphia does not compete 
with an electric company serving Bos- 
ton, it is neither more nor less a mon- 
opoly whether it belongs to the same 
corporation as the Boston company or 
not. With such a swift stroke did Mr. 
Flynn brush aside the hackneyed argu- 
ments about the extent of holding com- 
pany control which seem to worry so 
many well-meaning newspaper editors. 
It does not worry Mr. Flynn. He is 
of the opinion that if the holding com- 
pany can be made a good citizen it does 
not matter how fat it grows. If it can- 
not be made a good citizen it ought to 
be destroyed no matter how small it is. 

The test which Mr. Flynn would im- 
pose upon the holding company to meas- 
ure its desirability is as follows: 

“It seems to me what we have to deter- 
mine is whether or not a utility enterprise 
which owns and operates a large number 
of utility services in many communities is 
or is not capable of rendering to the public 
better and cheaper service than single, 
scattered concerns. And whether or not 
the best way to bring together a group of 
utility companies in numerous communi- 
ties is by means of the holding company 
or in some other way.” 


rR. FLyNnN is not at all convinced 

that the present holding com- 

pany practice is the best possible device 

for obtaining the admitted advantages 

of large scale production as applied to 

utility operation. On the contrary, he 

believes that it actually robs the public 

and the investor of many of these ben- 
efits. 

How? 
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This brought him to his main argu- 
ment—his knock-out blow of the even- 
ing—the intermediate holding company. 

Here is the way Mr. Flynn reasons: 
If a holding company is a necessary de- 
vice for uniting, in the interest of oper- 
ating economy, widely scattered plant 
units, what purpose is served by the 
holding company which is piled on top 
of the first holding company? 

Why is it not possible for one hold- 
ing company to unite under its control 
all the desired subsidiaries? Just what 
benefit accrues to the rate-paying pub- 
lic and to the investing public by the 
imposition of a second, third, fourth, 
fifth, sixth, and, in one instance, a tenth 
holding company piled on top of a 
pyramided superstructure of other 
holding companies ? 


R. FLynwn believes that the inter- 
mediate holding company serves 
no good purpose. Further than that, 


he believes they are a device for mulct- 
ing the investor and the ratepayer alike. 
He gives a number of examples by 


name. Probably the most baffling was 
his version of the Standard Power and 
Light Company, which he claimed is 
jointly controlled by two different 
holding companies: The United States 
Electric Power Corporation and the H. 
M. Byllesby Company. Mr. Flynn de- 
scribed this control as follows: 


“This Standard Power and Light Com- 
pany has two kinds of common stock— 
common A and common B. The A is 
owned for the most part by the United 
States Electric Power Corporation. The 
B is owned by the Byllesby Company. 
Now the Standard also has a board of di- 
rectors. It has two kinds of directors— 
A and B. The class A stock elects the A 
directors. The class B stock elects the B 
directors. But as the A stock is far more 
valuable and numerous it elects a majority. 
The less valuable B stock elects the mi- 
nority directors called B directors. That 
would seem to be fair. ‘But there is some- 
thing more to the business. What do these 
directors have to do? The chief function 
of the Standard Corporation is to hold the 
stock and hence elect the directors of the 
Standard Gas and Electric Company. Now 
as the A directors are in the majority you 
would suppose they would elect the di- 
rectors of the subsidiary. But not at all. 


The A directors in the majority have ‘the 
right to elect a minority of the Standard 
Gas Company directors and the B direc. 
tors in the minority elect the majority of 
the Standard Gas directors. Thus, while 
the United States Electric has the owner. 
ship of the Standard Company the Bylles. 
by Company has the control of it. I have 
not the time to run through this whole 
tangle and point out all the queer proyj- 
sions with which it is bedeviled, but this 
will serve as an example.” 


M* FLyNN said that if a holding 
company does not actually per- 
form some useful function and take 
some essential part in the control of its 
subsidiary business, then the public has 
a right to suspect that it is a device for 
stock exploitation purposes or as a con- 
sumer of profits. He took as an exam- 
ple the Goldman Sachs Trading Cor- 
poration which, he claimed, set out to 
be an investment company but ended 
up in doing everything from packing 
fish on the West Coast to running chain 
stores in New England. He traced this 
evolution of an investment company in 
an interesting manner as follows: 


“The Goldman Sachs Trading Corpora- 
tion has millions to invest. Invest in what? 
In some kind of productive industry that 
will earn profits and pay dividends. Well, 
for one thing, it puts millions into the 
Shenandoah Corporation, another holding 
company which earns no profits and makes 
no dividends. Now, however, what does 
the Shenandoah Company do with its mon- 
ey? It puts millions into another holding 
company, the Blue Ridge Corporation. 
Now the investment funds have flowed 
through three holding companies. It is 
pretty nearly time that they got invested in 
some kind of productive enterprise that 
will produce something and earn profits. 
The Blue Ridge Company does not make 
some such investment, but it also puts a 
great deal of money into still another hold- 
ing company, the Central States Electric 
Corporation, which is a kind of utility fi- 
nance corporation. Now what becomes of 
the investment? Well, most of the funds 
of the Central States Electric Corporation 
are invested in the North American Com- 
pany and in the American Cities Power 
and Light Company, two more holding or 
finance companies. The American Cities 
Power and Light Company has many hold- 
ings among them over $100,000 worth of 
stock in Chain Stores, Inc., another hold- 
ing company and this company owns 7,000 
shares of Metropolitan Chain Stores in 
New York. Here, finally, is a commercial 
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business enterprise which engages in some 
kind of profit-earning business. Now sup- 
pose that Metropolitan Chain Stores earns 
a dividend of let us say $4. What happens 
to it? Well, the Metropolitan Chain 
Stores pays the $4 dividend to Chain 
Stores, Inc. to the extent of its stock. 
Then Chain Stores, Inc. takes from it its 
operating cost and turns the dividend over 
to the American Cities Power and Light 
Company, which in turn collects its com- 
pensation for management and hands it 
over to the Blue Ridge Corporation. Then 
the Blue Ridge Corporation makes another 
little nibble at the dividend and passes it 
on to the Shenandoah Corporation and 
finally the dividend is handed over by the 
Shenandoah Corporation to the Goldman 
Sachs Trading Corporation and then the 
Goldman Sachs Trading Corporation takes 
20 per cent of what is left and hands over 
the balance to its stockholders and all this 
string of holding and finance companies 
are doing nothing but roosting on the line 
over which that $4 travels from the chain 
store to the ultimate investor. They are 
just a group of dividend eaters, if they are 
nothing worse. Of course, as might be 
expected in this case, there was actually 
no dividend to manage.” 


N”™: Mr. Flynn’s statements are, of 
course, only one side of the case, 
but the other side has neither present- 
ed evidence nor come into court. No 
one has yet explained to the satisfac- 
tion of the public or of fair-minded in- 
terested parties that the intermediate 
holding company serves any useful pur- 
pose. Of course, there are obvious ex- 
ceptions. It is true that certain affili- 
ated companies are devoted to one line 
of corporate endeavor, such as the 
Western Electric Company, a part of 
the Bell system which is quite properly 
permitted to concentrate its energies on 
the task of manufacturing and improv- 
ing telephonic equipment. But what 
can be said of the maze of utility hold- 
ing corporations which, like the lilies of 
the field mentioned in the Gospel, nei- 
ther toil nor do they spin? Mr. Flynn 
is not so sure that these kinds of hold- 
ing companies can be called lilies. On 
the contrary, he wants them destroyed. 
He said: 


“Now when the question arises as to 
whether we should destroy the holding 
company or regulate it I suggest as a start- 


ing point that everything above the first 
holding company should be destroyed.” 


M* Fiynwn concluded with a vigor- 
ous attack upon the corporate en- 
tity itself. He said utility groups have 
no right to talk about governmental in- 
terference with business while at the 
same time they overlook the fact that 
the greatest interference ever made by 
the government in business was to es- 
tablish the corporation. He did not go 
to the extent of saying that the corpo- 
rate entity should be abolished, but he 
wants a complete overhauling and revi- 
sion of our corporation law. Further- 
more, he does not want this revision 
to be done entirely by lawyers who he 
says have no appreciation for econom- 
ics; nor by economists who have no 
appreciation for the law; nor by bank- 
ers who have no appreciation for either. 

He thinks it was questionable enough 
for the law ever to permit citizens to 
call into being, fictitious persons such 
as corporations empowered with all the 
prerogatives of citizenship (except pos- 
sibly the right to vote or marry), but 
he believes that when such corpora- 
tions have the power to call into being 
other such corporations, and such cor- 
porations others, and so ad infinitum, 
it is high time the government withdrew 
from the hands of our over-industrious 
promoters the implements which the 
government put there in the first place. 

Mr. Flynn did not go into detail as 
to how he would revise the corporation 
law, but he registered dissatisfaction 
with nonvoting stock, no-par stock, 
limitation of corporate management, 
the ratable calling of preferred stocks, 
and the whole fiduciary relationship of 
directors to corporations and stockhold- 


ers. 
—F. X. W. 


THe Hortpinc Company. Address of 
James C. Bonbright before the meeting of 
the American Academy of Political and 
Social Science. November 6, 1931. 


THe Hotpinc Company. Address of 
John T. Flynn before the meeting of 
the American Academy of Political and 
Social Science. November 6, 1931. 
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The Power Industry Defines Its 
Rate-Making Policies 


AST year the American Ambassador 

to Germany, Frederick Sackett, 
made his now memorable observation 
before an international meeting of 
power engineers that he knew of “no 
other manufacturing industry where 
the sale price of the product is fifteen 
times the actual cost of production of 
the article sold.” 

There are some who explain that the 
speaker’s statement was intended as an 
inspiration to the engineers to change 
methods of production and distribution 
so as to reduce the spread; they claim 
that the speaker did not intend a 
criticism of the shortcomings of the 
industry because he later referred to it 
as “the one great industry whose 
product is cheaper today than in pre- 
vious times.” 

Whatever the intention of the speak- 
er may have been, the result was far- 
reaching. It provided ammunition for 


the government ownership camp and 


probably stimulated the subsequent 
attack by the governor of Pennsylvania 
upon the failure of electrical engineers 
to give adequate publicity to distribu- 
tion costs. Heretofore, the reaction of 
the electrical industry to this incident 
seems to have been that the criticism 
might not have been entirely unfound- 
ed. The National Electric Light Asso- 
ciation made notable and commendable 
efforts to demonstrate with great clarity 
the complicated details of distribution 
costs of electrical energy. 

Now comes Mr. Edwin Gruhl, vice 
president of the National Electric Light 
Association, and declares before the 
American Academy of Political and 
Social Science, recently assembled at 
Philadelphia, that there is no mystery 
about distribution of costs; that the 
industry has not concealed, purposely 
or otherwise, the figures, and that the 
subject of distribution costs has never 
been taboo in electrical engineering 
circles. In other words, Mr. Gruhl 
claims that the present method of ac- 


counting, adopted by electrical utilities, 
provide ample and sufficient light for 
anyone to learn all they care to know 
about distribution costs. 


r. Gruhl pointed out, first, that the 

list of literature dealing with this 
subject runs back to 1892, that classi- 
fications of accounts have been pre- 
scribed, and that electrical utilities are 
required to keep their accounts in ac- 
cordance with them. He described in 
detail the mechanics of the operation 
of this classification of accounts. First, 
there is a group of accounts dealing 
with generation, which covers electrical 
production and other operating costs 
up to and including the bus-bar of the 
power station. There is a second group 
of accounts covering the next step in 
operation, that of transmission and con- 
version at substations. Finally, there 
is a third group of accounts covering 
the distribution system, extending from 
the substation to the customer’s prem- 
ises. In addition to these classifica- 
tions, there is a group of accounts 
covering costs which constitute the 
overhead or expense burden relating to 
the entire business, including such head- 
ings as “general,” “undistributed,” and 
“fixed charges.” The item of “fixed 
charges” alone includes such subitems 
as taxes, depreciation, and _ interest 
charges. 

Mr. Gruhl thinks that this system of 
accounting is all that can be desired by 
those who are constantly calling for 
more light on distribution costs in the 
electrical business. He thinks that this 
system compares favorably, for in- 
stance, with the classification adopted 
for the railroads by the Interstate 
Commerce Commission. Mr. Gruhl 
stated : 

“Distribution costs are not only avail- 
able in great detail for every public utility 
under commission jurisdiction but data 
exist for a most profound study covering 
the variation of such costs for a score of 
years. From these reports it is possible 
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to determine for any particular utility the 
cost of each step of furnishing service not 
only in total, but per unit per customer, 
mile of line, kilowatt of demand, and kilo- 
watt hour, and it is possible to determine 
for a number of years what items of actual 
cost vary with these unit components. 
The whole idea of publicity of accounts 
was to enlighten public opinion and any 
customer may, to his heart’s content, ex- 
plore into those questions of cost and 
profit and loss which are the business 
secrets of any other industry. I know of 
no business outside of the railroads whose 
costs constitute so open a book.” 


HERE were other points of Mr. 

Gruhl’s able address which were 
of interest to the average listener. He 
went into considerable detail in describ- 
ing the general rate-making policies of 
the privately owned utilities in America 
—particularly with regard to the ac- 
cusation of discrimination in rates be- 
tween domestic and commercial con- 
sumers, which is so frequently leveled 
at the power industry by its critics. 
But his explanation of distribution costs 
commanded the most interest because 
it came into head-on collision with the 
views of a subsequent speaker on the 
same program, Mr. Leland Olds, of the 
Power Authority of the state of New 
York. 

Mr. Olds believes that publicly owned 
and privately owned. systems in Canada 
demonstrate that domestic rates can 
be much lower than those prevailing in 
the United States without penalizing in- 
dustrial users of power. He stated: 


“The companies cannot contend that 
existing domestic rate schedules are based 
on the cost of supplying resident service, 
for they have no true cost accounting 
system. The uniform system of accounts, 
which originated in the industry and was 
widely adopted by utility commissioners, 
makes possible a reasonably accurate deter- 
mination of production costs but in the 
realm of transmission: and distribution 
there is confusion. The companies them- 
selves claim inability to make allocations 
in the very field in which rate differen- 
tials originate.” 


HIS view seems to be in accord 
with the testimony of Mr. Judson 
C. Dickerman, consulting engineer for 
the Federal Trade Commission, who 
testified before the New York Commis- 
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sion on Revision of Public Service Law 
as follows: 

“It may be confidently asserted that this 
classification in important particulars re- 
flects the oft-repeated position of the pub- 
lic utility industry that these accounts 
should not hamper the management in 
stating results of operations in such ways 
as in their judgment would be most effec- 
tive in promoting their interests in the 
financial world, that they should exhibit 
only general conditions as to receipts and 
expenditures and be in no way a guide in 
establishing the equities of the various 
rates of even (of) the total earnings.” 


Mr. Olds believes that where experts 
set to work and break down the utilities’ 
accounts and make new allocations, 
especially to determine the capital used 
for the various classes of service, the 
results show that domestic consumers 
are paying an unjustly high percentage 
of return on the capital actually re- 
quired for their service. Mr. Olds con- 
cluded his address with a reiteration of 
Governor Roosevelt’s frequently an- 
nounced position that the most effective 
way to make these privately owned 
utilities pare domestic rates down to 
an irreducible minimum is to put the 
weapon of competition into the hands 
of the municipalities. If they are in 
a position to say to private utilities, 
“sell us the power at least as cheaply 
as we can make it ourselves or we will 
make it ourselves,” then, and then only, 
can we be sure that private utilities will 
do their best to cut down domestic rates. 

Here is an undeniable conflict of 
opinion about what would appear to 
the layman to be a fairly obvious fact. 
More than that, these conflicting opin- 
ions are shared by admittedly able and 
sincere men—men of long experience 
and proven integrity in their chosen 
callings. Mr. Gruhl says distribution 
costs are an open book for whomever 
cares to read and has the wit to under- 
stand what he is reading; Mr. Olds 
claims that these same books are a 
puzzle, a snare, and a delusion. Off- 
hand, a layman might be tempted to re- 
mark “who’s lying?” 


ERHAPS the best explanation for 
these assured, yet conflicting, opin- 
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ions can be found in a statement by 
former Commissioner Adolph Kanne- 
berg, of Wisconsin. Presenting a com- 
mittee report to the National Associa- 
tion of Railroad and Utility Commis- 
sioners in 1930, he stated: 


“The ideal rate is one which assesses 
to each customer the true cost of serving 
him, and the public must be heard when 
it asks for some demonstration that the 
wide spread in the cost to different custom- 
ers of the same commodity has a reason- 
able basis. It is difficult for the laymen 
to believe that one customer can be profit- 
ably supplied with a commodity at one 
cent per unit, while it costs 10 or even 15 
cents per unit to supply the same com- 
modity to another customer. While such 
a demand of the public is essentially rea- 
sonable, to comply with it is not simple. 
Arbitrary cost allocations have played so 
important a part in most studies of the 
problem and qualified experts have differed 
so strongly on the proper allocation of 
large items of cost that the most elaborate 
studies, fortified with charts and tables, 
have in the end simmered down very large- 
ly to matters of opinion. It is improbable 
that sufficient data will ever be available 


to eliminate arbitrary opinion entirely from 
any study of electric costs.” 


So, whether distribution costs are a 
clear picture or a puzzle, is probably 
determined like the Irishman’s version 
of the validity of a certain three-base 
hit; he said it all depends “on where 
yez aire settin’ at.” 

As long as arbitrary opinions can 
never be eliminated from any study of 
electrical costs, particularly in import- 
ant matters of cost allocations, there 
will be always one side of the field 
claiming that the books are perfectly 
clear, and the other side insisting that 
the books are abominably cloudy. 

—G. P 


DiscrIMINATION. By Edwin Gruhl. Address 
before the American Academy of Political 
and Social Science. November 6, 1931. 
Philadelphia. 


RaTEsS—DoMEsTIC, COMMERCIAL, AND Power. 
By Leland Olds. Address before the 
American Academy of Political and Social 
Science. November 6, 1931. Philadelphia. 





The Regulatory Problems of the “Dangerous” 
New Utility—the Pipe Line Carrier 


oe railroad executive, in 
enumerating the woes of compe- 
tition suffered by that industry, recently 
said that of all these competitors to date 
and to come the pipe line carrier was 
probably the most dangerous—danger- 
ous, because, like the railroad it owns 
its own right of way and by the same 
token it not only has the most com- 
plete control over its own operations 
but it depends upon its own initiative 
and efficiency to lead the race for busi- 
ness. 

If the busses were taxed in propor- 
tion to the use they make of the high- 
ways; if canal boats were taxed even 
partially for the investment and main- 
tenance of inland waterways, their 
threats as competitors of the railroads 
would probably vanish. That they con- 
tinue on as threats is due (in the eyes 
of the railway interests, at least) to the 


generous indulgence of the American 
taxpayers, an indulgence which may at 
any time be withdrawn. But because 
the pipe line carrier asks for no sub- 
sidy and receives none, it stands firmly 
on its own feet and will probably con- 
tinue to do business at the old stand 
when and if the others are squelched. 


AUL Walker, energetic chairman of 

the Oklahoma Corporation Commis- 
sion, has recently written a scholarly 
analysis of the pipe line carrier and its 
effect upon present-day utility regula- 
tion. Mr. Walker is obviously con- 
cerned about the pipe line carrier be- 
cause of its extraordinary recent ac- 
tivity in his own state. 

The first old pipe line in this country 
was a 2-inch cast-iron affair constructed 
in Pennsylvania in 1865. The operator, 
Samuel Van Sickel, charged a dollar 
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a barrel for crude petroleum transport- 
ed through it. People in that vicinity 
thought that he was crazy. Teamsters 
who made their living hauling oil barrels 
thought that he was worse than crazy; 
they thought that he was a menace and 
they tore up his pipe line to prove it. But 
inasmuch as they charged $3 a barrel 
for transportation by team, the ultimate 
success of the pipe line is easily under- 


stood. 

With the development in the tech- 
nique of pipe line building, varieties of 
this type of carrier have come on with 
a great surge, especially in recent years. 
In 1926, a line of 170 miles of 22-inch 
pipe was laid from the natural gas 
fields in Monroe, Louisiana, to Baton 
Rouge, with a 90-mile extension to 
New Orleans. Today the Eastern Pipe 
Line Company has under construction a 
1,200-mile 24-inch line from the Texas 
Panhandle to Indianapolis. Eventually 
natural gas will be available in practi- 
cally all large cities in the United 
States. 

Crude oil and natural gas are not 
the only commodities carried by the 


pipe line to the chagrin of the railroads. 
Water, of course, has been carried over 
pipe systems ever since the time of the 
great Roman engineer Claudius, who 
built the aqueduct which bears his 


name. Since 1925, pipe line carriers 
have been seriously engaged in trans- 
porting gasoline. In 1929, rail carriers 
scoffed at the idea of serious competi- 
tion in that field. Today they no longer 
scoff. The new 98-mile line built by 
Shell between Ventura and Wellington 
in California is reported to have half 
paid for itself in less than a year. Mr. 
Walker states that: 


“If the opinion of others can be given 
credence, there is practically no limit to the 
potentialities of pipe line transportation, 
and it may eventually be competitive not 
only through driving fuels from the rail- 
roads—but also many other commodities.” 


AS pipe line carriers in Kansas 
are experimenting with the feasi- 
bility of driving wheat and other grains 
through the pipe lines for great dis- 
tances by means of compressed air. It 


would be but a step from this to the 
transportation of small coal and other 
flowable solids. Finally, they may 
perhaps be able to transport in this way 
small packages. 

All of the business done by a pipe 
line carrier in the field of crude pe- 
troleum and gasoline transportation has 
been directly at the expense of the rail- 
roads, diverting from them revenue 
which otherwise would surely go to 
them. Future expansion will likewise 
be at the expense of the railroads. 

The Interstate Commerce Commis- 
sion, in the recent Fifteen Per Cent 
Case, (Ex Parte 103) says: 


“For a long time transportation of crude 
oil by pipe line has exerted a controlling 
force on many railroad rates on both crude 
oil and gasoline. To this competition has 
now been added pipe lines for the exten- 
sive transportation of gasoline and natural 
gas. This form of competition has pro- 
gressed to an astonishing extent, and it 
seriously affects, not only rail movement 
of petroleum and its products and the 
rates thereon, but also rail movement and 
rates on coal, both bituminous and anthra- 
cite.” 


The railroads are keenly alive to the 
dangerous possibilities of this young 
rival. The Association of Railway 
Executives, representing the class one 
roads, have opened a drive for legisla- 
tion that would compel the oil industries 
to divest themselves of a four hundred 
million dollar investment in the owner- 
ship of pipe lines. But the oil men 
have had too succulent a taste of 
financial gravy that flows through the 
pipe lines. They will fight literally to 
the last ditch. Mr. E. B. Reeser, speak- 
ing for the American Petroleum Insti- 
tute, stated on this matter: 

“History shows that new products, more 
efficient machines, better and cheaper meth- 
ods of transportation, become established 
without regard to incidental injury they 
cause individuals or companies operatin 
on the old lines, and that. the march o 
economic progress cannot be stayed. As 
for the two industries concerned in this 
discussion, it is only necessary to consider 
the objection of teamsters against the first 
pipe lines; or in the case of the railroads, 
the equally futile flight of the stage coach 


and express messengers. ’ : 
“It is not likely that the railroads will 
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benefit in any manner if the oil companies 
are ordered to divest themselves of the 
ownership of pipe lines. Such separation 
certainly would not result in any increase 
in tonnage moved by rail. Nor would it 
mean any gain to the investor in railroads, 
pipe lines, utilities, or oil companies, but it 
would most surely put an increased burden 
eventually upon the consumer of petroleum 
products.” 


gh. pipe line carrier has bred other 
regulatory troubles besides compe- 
tition with the railroads. The old con- 
troversy between state and Federal 
regulation reared its head in the last 
session of Congress when Senator Cap- 
per of Kansas introduced a bill for the 
Federal regulation of interstate natural 
gas carriers. Needless to say the state 


commissioners are perturbed about this, 
Mr. Walker concludes his article with 
a constructive suggestion. He believes 
that there is a field, and a profitable 
field for both the railroad and the pipe 
line carriers and that a codrdination of 
the services of these two carriers will 
be most beneficial to both of them and 
the country at large. He says that 
economic warfare between these two 
important transportation agencies would 
certainly hurt the railroads and prob- 
ably be of no ultimate advantage either 
to the pipe lines or to the industries they 
serve, much less to the public. 
DistRIBUTION OF O1t AND Gas BY Pipe Lines, 


By Paul A. Walker. The United States 
Daily; November 3-4, 1931. 





Pro-Utility and Anti-Utility Propaganda — 
as Seen from Opposing Viewpoints 


Ly gegen the Wilson Administration 
a well-organized confederacy of 
the endowed uplifts and various propa- 
ganda organizations sustained by con- 
tributions obtained the creation of a 
forgotten body called the Industrial 
Relations Commission or something 
like that. Although the industry of 
supplying canned anti-capitalistic opin- 
ion to the public was not then so highly 
organized as now, there were several 
effective press agents concerned in this 
enterprise, and for a time the testimony 
at the “hearings” of the commission 
made headlines. The so-called investi- 
gation cost the government a great sum, 
and the proceedings were finally pub- 
lished in some fifteen or twenty vol- 
umes which for a long time were used 
as text books by I.W.W. and similar 
publications. 

When the Federal Trade Commis- 
sion began the investigation of “public 
utility propaganda,” old-time Washing- 
ton correspondents and news editors 
everywhere, if they thought about the 
matter at all, knew that in the course 
of time similar volumes would be print- 
ed. As the proceedings of the com- 


mission are now generally recognized 
by newspaper men to be a dud, it is 
natural that efforts will be made to 
rescue them from the fate that over- 
took the well-staged proceedings of the 
Federal Industrial Relations Commis- 
sion. 


A LREADY books are beginning to ap- 
pear which purport to summarize 
and interpret the trade commission in- 


vestigation. One of these is “Power 
Ethics” by Jack Levin. 

There is nothing in Mr. Levin’s book 
that any competent city or telegraph 
editor in the United States could not 
have predicted would be there. News- 
paper offices happen to be the greatest 
psychological laboratories in the world, 
and a man with that training can 
usually dictate in advance what will 
come out of any organization having 
a Washington office and purporting to 
represent the people, labor, the church- 
es, or having any other label attached 
to an agency for taking up collections 
for propaganda purposes. 

That the humor of books designed to 
condemn “propaganda,” sponsored by 


750 





ut this, 
le with 
elieves 
rfitable 
le pipe 
‘10n of 
rs will 
m and 
S that 
€ two 
would 
prob- 
either 
S they 


Lings, 
States 


PUBLIC UTILITIES FORTNIGHTLY 


men who make their livings out of 
propaganda, is so little appreciated is 
worth noting in view of the fact that 
America is producing so few humorists. 
Yet the publisher will sell some copies 
of “Power Ethics,” practically all pub- 
licity departments of utilities will pur- 
chase a copy. 

While “Power Ethics” is not an ex- 
pensively gotten up volume, it is really 
one of the most expensive books ever 
published. Some idea of what it cost 
the taxpayers may be had from the 
statement that the collection of docu- 
ments on which it was based was 
achieved by a staff of fifty accountants, 
lawyers, and economists, who now are 
in the third year of their investigation. 
The investigation, so far as I can find 
from previous studies and from read- 
ing “Power Ethics,” consisted of con- 
fiscating the correspondence of press 
agents, who naturally wrote a lot of 
letters to each other and to their bosses 
telling how good they were. Why press 
agents should be denied the privilege 
of writing letters is quite beyond my 
comprehension, as I was reared to be- 
lieve that there was some sort of thing 
called the “right to free speech.” The 
fact that the pseudo-liberalism of today 
considers free speech to be a rightful 
monopoly of those persons who possess 
phobias with respect to the industrial 
entrepreneur is once again demon- 
strated in the following quotation from 
this book. 

“Thus the very industries that cannot be 
depended upon to serve the public Puyst- 
CALLY, in goods or services, without state 
or national regulation are permitted to 
serve that same public MENTALLY without 
any supervision, by supplying them with 
information of their own choosing, thus 
making it possible to persuade that public 
to nullify the very state regulatory acts 
which changed economic conditions make 
imperative if the true interests of the 
people are to be properly fostered.” 

The above excerpt states the concep- 
tion of free speech entertained by our 
American “liberal minded” and by the 
saints of the true church. 


4 iS economic erudition displayed in 
“Power Ethics” can be estimated 


from the opening sentence of the intro- 
duction by Dr. John H. Gray. 
“America is today not only the richest 
nation in the world; it has the greatest 
inequality of wealth and the most central- 
ized ownership and control in the history 
of the race.” 

That kind of theory was exploded 
twenty years ago, if I remember correct- 
ly, by Williford I. King. 

Despite the careful selection of the 
most amusingly boneheaded corres- 
pondence to be found in the files of the 
Federal Trade Commission’s investiga- 
tion, the author of “Power Ethics,” an 
adept in the manipulation of a paste 
pot, occasionally lets some other kind 
of facts make their way to the top. 
On page 116, for example, we find that 
some utility press agents in Florida 
committed the crime of telling the 
people that the construction of Boulder 
Dam would irrigate more acres in Im- 
perial Valley, California, to compete 
with those of Florida farmers. Of 
course, it was very reprehensible of the 
Florida press agents to reveal such 
facts. It may be equally reprehensible 
for this reviewer to state that the Fed- 
eral Trade Commission investigation 
probably never would have been au- 
thorized by the Senate had it not been 
that the resolution for an inquiry was 
supported by a powerful lobby, com- 
posed of speculators in desert lands 
which would benefit from the invest- 
ment of $125,000,000 by the United 
States in Boulder Dam. These interests 
desired the investigation as a means of 
distracting attention from such features 
of the Swing-Johnson Bill. Mr. Levin’s 
book, therefore, may well be described 
in part as a by-product of far-seeing 
real estate enterprise animated by that 
“profit motive,” which he excoriates 
throughout his compilation. 

As this reviewer has been a reporter, 
city editor, managing editor, press 
agent, and Washington correspondent, 
he cannot take the book very seriously. 
I fail to find in Mr. Levin’s book any 
reasons why press agents should be 
prohibited from writing letters to each 
other, nor do I find any suggestions as 
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to how they could be kept from writing 
letters to each other except by setting 
up a dictatorial censorship at Washing- 
ton, which would make it high treason 
for any business man or organization 
to speak or write on any public ques- 
tion, leaving the field entirely to Mr. 
Levin’s type, supported by organizations 
of the kind which pay his salary. 

The only real facts of any historical 
value with regard to the “propaganda 
probe” of the utilities by the Federal 
Trade Commission, have to do with the 


relation of that investigation and its 
timing with respect to the Swing-John- 
son Bill. Some of those facts can be 
found in the Congressional Record, 
some of them in newspaper files. But 
owing to the suicide of Professor Ed- 
win J. Clapp, the real organizer of the 
whole episode, there is probably no way 
in which all the facts could ever be 
brought to light. 
—Harper LeeEcu. 
Power Eruics. By Jack Levin. New York. 
Alfred A. Knopf, 1931. 





The Gas Industry and the Appliance Dealers 
Unite to Suppress a Bugaboo 


NE of the most constructive fea- 

tures of the recent annual con- 
vention of the American Gas Associa- 
tion at Atlantic City, was epitomized 
in the announcement by the Committee 
on Allied Trades of six cardinal princi- 
ples for promoting better trade co- 
Operation between gas utilities and local 
dealers in gas appliances. 

The friction between utilities and 
dealers has heretofore been one of the 
most stubborn hindrances to satisfac- 
tory public relations by the gas industry 
as a whole. The merchandising con- 
troversy, notwithstanding the fact that 
it immediately concerned only a few 
merchants in only the larger communi- 
ties, has been nursed until it has re- 
sulted in a nation-wide drive for legis- 
lation that would prohibit gas utilities 
from selling appliance merchandise 
anywhere. Although such legislation 
was enacted in only two states, its mere 
introduction indicates the existence of 
much bad blood towards the utility in- 
dustry. 

The American Gas Association has 
been shrewd enough to realize that the 
soft answer turneth away wrath and 
instead of establishing a war chest to 
fight such legislation in each state and 
to test the constitutionality of such 
legislation wherever it might succeed 
of enactment, it established a committee 


to look into the possibilities of co- 
Operation between utilities and dealers. 
The committee, headed by Vice Presi- 
dent Oscar H. Fogg, of the Consoli- 
dated Gas Company of New York, pre- 
sented the following recommendations: 


“1. All gas appliances offered for sale 
by all codperating agencies shall bear the 
seal of approval of the American Gas Asso- 
ciation Testing Laboratory. 

“2. No appliances or merchandise not 
directly related to the use of gas shall be 
sold by gas utilities. 

“3. In all merchandising activities, the 
resale mark-up of all gas appliances that 
have received reasonable customer accept- 
ance shall be consistent with present-day 
merchandising practices. There shall be 
no premiums given with nor trade-in 
allowances made in‘ connection with the 
sale of any such appliance unless all co- 
Operating agencies are in a position to 
participate. 

“4, The presenting to the public of those 
gas appliances not having received reason- 
able customer acceptance shall be con- 
sidered as promotional activities and not 
as merchandising activities. 

“S. Codrdinated advertising of approved 
appliances should be developed by gas 
utility companies and local dealers, and 
the gas company should give all reasonable 
assistance possible to the dealer in adver- 
tising, displays, and sales assistance. 

“6. The deferred payment feature of our 
merchandising activities shall be on an 
economically sound basis.” 


F gg formally presented dur- 
ing the convention, these recom- 
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mendations were adopted by the execu- 
tive board of the association as early as 
May 2, 1931, and a number of member 
companies promptly took steps to carry 
out the suggestions. Mr. Fogg found 
that these reconciliatory measures were 
generally successful wherever they 
were practiced; indeed, sometimes un- 


expectedly so. 
He stated: 


“In their contacts with representatives 
of various trade and dealer organizations, 
your committee has been impressed by the 
constructive and friendly attitude dis- 
played. It feels that personal contact be- 
tween gas company officials and local’ deal- 
ers and merchants is essential if misunder- 
standings and antagonisms are to be avoid- 
ed. It is further impressed by the fact 
brought out in the survey conducted by 
the Committee on Trade and Dealer Co- 
éperation of the Commercial Section that 
in most instances where misunderstandings 
and antagonisms existed, they appear to be 


due principally to the absence of such per- 
sonal contacts.” 


The action of the American Gas 
Association promises to be a landmark 
in the progress of public relation 
policies by the utility industry. The 
merchandising issue which seemed such 
a fire-breathing dragon before the 
courts and in the legislative chambers 
turns out to be just a misunderstood 
house pet when utility officials and deal- 
ers finally sit down to the same confer- 
ence table. An extension of such 
reconciliatory measures may show up 
many more bugaboos that now harass 


the industry. 
—F. X. W. 


ProsLeEMS OF DeaLer RELATIONSHIP. By 
Oscar Fogg. Address before 13th 
Annual Convention, American Gas Asso- 
a. Atlantic City, N. J. October 12- 





How Utility Stocks Fare With Investors Today | 


HE financial monthly, Forbes, has 

for some time been engaged in 
sending out periodical questionnaires 
to executives of the biggest American 
corporations for the purpose of ascer- 
taining their respective favorites in the 
various classes of market securities. 
The eleventh edition of this “Quarterly 
Stock Questionnaire” was dispatched to 
its usual mailing list late in September ; 
the results published in the November 
issue of Forbes should be gratifying to 
utility operators. In the following 
tabulation the winning groups are pre- 


sented below with their total scores: 


Group 
. Public utilities 


. Electrical manufacturing 
. Oils 

. Investment and banking 
. Rails 

. Chemicals 

. Foods 

10. 


THE 
Richard S. Wallace. 
1, 1931. 


PRNAM AWN. 


Ten Stocxs Executives Favor. By 
Forbes. November 
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The March of Events 





Alabama 


Birmingham Utility Rates 
Are Investigated 


HE commission, during the first week of 

November, held hearings at Birmingham 
on a complaint against gas, electric, and 
street railway rates. The complaints were 
directed against the Birmingham Gas Com- 
pany and the Birmingham Electric Company. 

ity and county officials had been request- 
ed by the Alabama Rate Association to take 
a hand in the controversy but refrained from 
doing so. City Attorney Wynn, according to 
the Birmingham News, announced that gas 
and electric rates and street car fares were 
being investigated also by the city. 

The merchandising of gas and electric ap- 
pliances by the utility companies was said 
to have made it unprofitable for independent 
merchants to handle this class of goods, but 


President White of the commission stated 
that the commission had no power to regu- 
late prices of merchandise, although it took 
into consideration losses in merchandise sales 
when determining the reasonableness of 
rates. 

The fact was developed that the gas com- 
pany was receiving an average ot 72 cents 
per thousand cubic feet from domestic con- 
sumers. Figures were introduced on prop- 
erty value, expenses, and revenues, 

Counsel for the companies stated that there 
had been no increase in domestic rates on 
gas and electricity since 1913 although there 
had been a big increase in the cost of ma- 
terial and labor. He said that earnings of 
the street railway company are only slightly 
more than operating expenses, and if it were 
not for the electric department, the street 
railway division of the Birmingham Electric 
Company could not operate. 


7 
Arizona 


Tucson Hires Firm to Make 
Survey for Rates 


HE Tucson city council, according to the 

Tucson Citizen, on November 3rd em- 
ployed an appraisal firm at a cost of $10,000 
to make a survey of local utility properties 
for the purpose of obtaining a reduction in 
rates of the Tucson Gas, Electric Light & 
Power Company. Under the contract with 
the appraisal experts $75 a day additional 


will be paid in the event that the firm pre- 
sents its findings before the state corpora- 
tion commission. Objection was made by 
one councilman because there was not a stip 
ulation for dispensing with the services of 
the firm in the event of an agreement, but 
his objection was not supported. 

The utility company offered a reduction in 
rates but the councilmen insisted upon a def- 
inite appraisal and definite figures. The util- 
ity had proposed reductions which would 
amount to about $118,000 for the year. 


e 
California 


Hoover Dam Power Agreements 
Are Approved 


Fyne genni with the Federal government 
and with the city of Los Angeles for 
electrical energy from Hoover Dam have been 
approved by the city council of Glendale, ac- 
cording to the Glendale News-Press. This 


action followed an overwhelming vote in 
favor of two proposed contracts at a spe 
— in September. The News-Press 
adds: 

“The agreement with the United States, 
represented by the Department of the In- 
terior, is for the purchase of 80,000,000 kilo- 
watt hours of electricity delivered at the 
dam. In this instance, Bernard C. Brennan, 
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city attorney, explained the city will pay for 
‘falling water’ and not for electricity. Ob- 
ligation to begin acceptance of energy -will 
start when the Secretary of the Interior de- 
partment announces that it is ready for de- 
livery. The contract with the city of Los 
Angeles and the water and power department 
of that city is for generation and transmis- 
sion of the energy for a period of fifty years 
starting when the electricity is ready to be 
delivered.” 
. 


Engineer’s Report Indicates 
Savings from Natural Gas 


T= city of San Diego has been intensely 
interested in the question of bringing 
natural gas into that community. The San 
Diego Consolidated Gas and Electric Com- 
pany has been. reluctant to secure a natural 
gas supply because, it is said, there would 
be a loss during the transition period and the 
supply might not be permanent. Lester S. 
Ready, utility expert, has now completed a 
survey which, says the San Diego Sun, paints 
a bright picture of probable savings for San 
Diegans if natural gas is substituted for arti- 
ficial gas. An immediate saving of $650,000 
annually to consumers is seen by Mr. Ready. 
He states in his report: 

“My investigation leads me to conclude 
that throughout all negotiations the San Die- 
go Company’s management has been reluct- 
ant to take on the purchase and distribution 


2 
Colorado 


valuation as a basis, and checking additions 


Denver Starts Gas and Electric 
Rate Inquiry 


HE city of Denver has started its in- 

vestigation into gas and electric rates. 
The work, according to the Denver Post, 
was expected to take about sixty days and to 
cost the city between $7,000 and $10,000. The 
procedure was outlined in a letter to the 
chairman of the council public utilities com- 
mittee by Engineer H. S. Sands, who stated 
as follows: 

“In accordance with your request I am 
outlining a survey which I believe will be re- 
quired to make recommendations in conner- 
tion with the rate review of the Public Serv- 
ice Company’s service in Denver. I will 
proceed as follows: 

“1. Check valuation, taking the Palmer 


of natural gas, apparently being fearful of 
the loss in net revenue which would result 
for a short period at least, subsequent to 
the introduction of natural gas. The com- 
pany let pass its best opportunity to obtain 
natural gas at favorable rates for the pub- 
lic. . . . The year 1929 was the opportune 
time for the company to have obtained a 
supply. Large over-production then 
occurred. The price then quoted (25 
cents per thousand cubic feet), is to be com- 
pared with the 35 cents per thousand cubic 
feet now quoted.” 

The expert explained that at present the 
best price quoted the local company for nat- 
ural gas is 35 cents per thousand cubic feet, 
but he is confident that a price of 30 cents 
could be obtained. The Sun states: 

“Ready’s estimates of probable savings 
were based on a proposed schedule of nat- 
ural gas rates to the consumer which he be- 
lieves would benefit the greatest majority of 
users, promote increased consumption with 
consequent further reductions in rates and 
still net the company a fair return on an in- 
vestment of about $12,000,000. The pr 
rates would bring monthly increases of from 
2 to 28 cents in the bills of small consumers 
from 400 to 1,200 cubic feet of gas per 
month now. They would bring substantiat 
monthly savings to consumers now using all 
amounts above 1,200 cubic feet a menth. 
This class, including the average household 
consumer and the commercial user, consti- 
tutes 77.5 per cent of all local gas users, 
Ready pointed out.” 


o capital since that time covering both gas 
and electric investments. This would be a 
spot check. 

“2. Determine allocation of investment be- 
longing to Denver in electric system. 

“3. Investigate gross receipts and operating 
expenses of both gas and electric systems 
and determine net revenue. 

“4. Analyze rate structures for various 
classes of service of both gas and electric. 

“5. Make recommendations based upon the 
above findings.” 

It was the opinion of city officials that a 
revision of a prior valuation with adjust- 
ments to date would be more satisfactory 
than the undertaking of a complete revalua- 
tion of the propertv which would consume a 
long period of time at an enormous expense 
to the city. 
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Conneéticut 


Protest Increase Based on Im- 
provement in Neighboring 
Town 


T= public utilities commission on No- 
vember 12th took up complaints against 
rates of the Seymour Water Company, which 
sérves Seymour and Beacon Falls. About 
200 ore of the company, more than half 
‘of them women, attended. Bills for higher 
rates were submitted last spring retroactive 
to the previous November. Particular objec- 
tion was made against this retroactive feature. 


e 


The company insisted that the increase was 
necessa use of improvements consist- 
ing of expenditure of $107,000 for a new 
main to serve Seymour. Vigorous objection 
was made by the representatives of the 
Beacon Falls ratepayers to an increase in 
their rates when, they said, they receive no 
benefit from the improvement in Seymour. 

Questions of value were discussed and an 
attorney for the complainant declared that 
there is a discrepancy between the valuation 
placed on the utility property by the company 
before the commission and the valuation for 
taxation. 


Distriét of Columbia 


Valuation of Washington Gas 
Company Is Started 


Ace proceedings to establish a valua- 
‘A tion of the Washington Gas Light Com- 
pany, in accordance with an order issued at 
the September hearing before the public util- 
ities commission, have been started, it is an- 
nounced by Major General Mason M. Patrick, 
chairman of the commission. A street rail- 
way valuation is now under way. The Wash- 
ington Post states: 

“Tra L. Reynolds, chief engineer of the 
utilities body, was assigned to assist in the 


survey after officials of the gas company had 
notified the commission of the engagement 
of Stone & Webster, nationally known util- 
ity experts, to make the valuation. As soon 
as the valuation of the street railways is 
completed, which is not expected now before 
March Ist, the commission’s valuation staff 
will be assigned to aid in the gas company’s 
checkup. The work will require all of next 
year, it is expected, and consequently there 
will be no rate adjustments before 1933. A 
valuation of the properties of the Chesapeake 

Potomac Telephone Company is also 
scheduled to be started upon completion of 
the report on the traction lines.” 


e 
Florida 


Bay Said to Be Obstacle to 
Air Line Rates 


A* appeal has been made to the railroad 
commission by E. J. Cosgrove of St. 
Petersburg on the ground that the Peninsular 
Telephone Company is violating commission 
orders in charging for phone -calls on the 
basis of the distance covered rather than 
direct air line distances out of St. Petersburg. 
An order was issued in 1926 directing all 
telephone companies in Florida to base long- 
distance rates on mileages covered by direct 
air lines, it is asserted. 

Long-distance telephone charges on calls 
from St. Petersburg are declared by Carl D. 
Brorein, vice president and general manager 
of the company, to be just and not discrim- 
inatory. He expresses the opinion that the 
commission was informed of the relative 
cost of two possible routes, the present route 


around the head of Tampa bay and a pro- 
posed cable route across the bay. He said 
that it would be gross mismanagement on 
the part of the company to adopt the cable 
route with the consequent expense until the 
amount of traffic justifies it. He said in 
part: 

“The present St. Petersburg toll rates are 
based on the shortest air line land mileage 
around the head of Tampa bay or over this 
route from St. Petersburg to Tampa and 
points east of Tampa bay. An exhaustive 
study has been made, and is on file with 
the state railroad commission to determine 
when it will be possible from the standpoint 
of investment to place submarine cable across 
Tampa bay for the purpose of shortening 
the route. Cable construction because of its 
cost requires a large volume of business, and 
only with such volume is it economically 
possible. The Peninsular Telephone Com- 
pany has always led in providing for its 
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patrons the most modern and best type of 
telephone facilities, and such cable construc- 
tion has been considered and will be under- 
taken as soon as it is justified. At present 
it would only result in a greatly increased 
investment to handle business that has been 
or could be developed from St. Petersburg, 
and such increased investment could not and 
would not result in lower toll rates. ae 

“The present rates were authorized by the 
Florida Railroad Commission in 1926 and 
this body was fully informed by data sub- 


* mitted to it by its engineers as to the relative 


costs of the two possible routes, the present 
route around the head of the bay with open 
wire and the proposed route across the bay 
in cable.” 

The complainant asserted that the practice 
of figuring rates on the basis of mileage 
around the bay obtains only to and from 
the Peninsular Telephone Company ex- 
changes, but that to and from exchanges of 
other companies the Peninsular Company 
joins with these other companies in main- 
taining rates based on direct air lines to and 
from the city. 


e 


Georgia 


Augusta Council Agrees to Gas 
Rate Compromise 


HE Augusta council, by a vote of eleven 

to three, on November 16th decided to 
accept a compromise proposal agreed upon by 
the Georgia Public Utilities Company in the 
controversy over gas rates which has lasted 
almost three years. The Augusta Chronicle 
says: 

x ccording to City Attorney Stephens, the 
compromise with the gas company will save 
the city approximately $45,000 a year, while 
$32,500 will be paid to the city as soon as 
the new schedule of rates goes into effect. 
Of this amount, $10,000 will be given to 
the city to pay for court litigation, while 
the balance, $22,500 will go to the gas con- 


e 


sumers in cash or credits applied to their 
gas bills. The new rates, under the com- 
promise, which must be sanctioned by the 
Georgia Public Service Commission before 
becoming effective, are practically the same 
which the gas company had enjoined in 
Federal court in February, 1930.” 

The present gas rate in Augusta is a flat 
rate of $1.85 net and $1.95 gross per thousand 
up to 10,000 cubic feet with decreases after 
10,000. The new rates contain a service 
charge of 85 cents, a charge of $1.45 re 
thousand for the first 2,000 cubic feet, $1.20 
for the next 3,000 cubic feet, and $1 per 
thousand for over 5,000 cubic feet. The 
commission’s schedule, which was enjoined, 
provided for a rate of $1.40 per thousand 
for the first 2,000 cubic feet, only 5 cents 
less than agreed upon. 


Idaho 


Permission Is Asked to Dis- 
tribute Natural Gas 


A has been filed for a certificate 
of convenience and necessity to render 
natural gas service in southwestern Idaho 
communities, we are informed by the United 
States Daily. This was filed on behalf of 
the Interstate Finance Corporation. Another 
application had previously been filed for the 
Ohio Oil Company. Both companies pro- 
pose to transport gas from the Weiser field 
and to serve Boise, Payette, and several oth- 
er municipalities. The Daily states: 

“In 1927 the commission granted a permit 
to the Idaho Petroleum Company to supply 
natural gas to Payette, with the understand- 
ing that the distribution system should be in 
operation within two years. This has not 
been accomplished, according to the petition 


filed by Mr. Underhill [representing the fi- 
nance company].” 


¥ 


Falling Prices Bring Commis- 
sion Order for Revaluation 


HE public utilities commission on its 

own motion has ordered a revaluation 
of the Washington Water Power Company 
for rate-making purposes, according to the 
Boise Statesman. A hearing has set 
for January 26th. The commission will go 
into the reasonableness of rates, the character 
of service, and other pertinent points. 

It is expected that the Utah Power and 
Light Company will be valued for the same 
purpose in February, and, says the States- 
man, there is more than a hint that the Idaho 
Power Company valuation might alse be re- 
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opened for consideration. This newspaper 
states: 

“Under the law a public utility is entitled 
to earn a certain percentage over operating 
costs and taxes and interest on the value 
of all property ‘used and useful in the public 
service’ The United States Supreme Court 
has held that in determining the value of 
such property the ‘reproduction cost’ would 
be considered, rather than the actual invest- 
ment; in other words, the valuation consists 
of so many miles of copper wire, so many 
generators, and the like, valued at the cost 
that would prevail as of the period of the 
valuation, rather than as of the original cost 
of these articles. The present move comes 
because the valuations on all these electric 
power companies were made in days of rap- 


e 


idly rising prices, whereas the present is a 
time of comparatively low prices. If the 
commission can find now that the reproduc- 
tion cost of these utilities is less today than 
it was when the original values were set, 
there will be a reduction of values and a 
consequent reduction of rates. The an- 
nouncement, however, forecasts a long and 
bitter war. The valuation proceedings of the 
Idaho Power Company, the classic example 
in Idaho, lasted for years, and then was 
fought through the courts for other years, 
Commission members hinted that they were 
not so sure of taking up the Idaho Power 
Company, because it appeared that that com- 
pany’s rates were much more ‘reasonable’ 
than those of the two other large compa- 
nies mentioned.” 


Iowa 


Legality of Therm Basis for 
Rates under Ordinance 


ity Solicitor George Comfort of Des 

Moines has expressed the opinion that 
billing of customers on the therm basis would 
be contrary to the existing rate ordinance, 
according to the Des Moines Tribune Capi- 
tal. C. A. Leland, Jr., general manager of 
the Des Moines Gas Company, disagrees 
with this opinion and states that the exist- 
ing ordinance, while it establishes a maxi- 
mum rate, will allow the company to bill 


customers either on the cubic-foot or therm 
basis, permitting them to take their choice, 
The company recently announced a reduc- 
tion which would cut customers’ bills $85,000 
during the next twelve months, according to 
company estimates, but Mayor Parker 
Crouch has expressed the opinion that the 
reduction is not sufficient because of the 
mixture of natural gas with artificial gas. 
Company officials, however, take the stand 
that the reductions are all that can be jus- 
tified at this time and at least a year’s trial 
— be awaited before different rates are 
xed. 


e 
Kansas 


Commission Probes Gate Rate 
for Gas 


ek public service commission on Novem- 
ber 3rd resumed its inquiry into the rea- 
sonableness of the 40-cent gate rate and oth- 
er expenses entering into gas rates charged 
by Cities Service Company local. distributing 
subsidiaries in the state. F. C. Hamilton, 
member of the executive committee of Henry 
L. Doherty & Company, testified concerning 
the relationship between the various organi- 
zations under Doherty control. Quoting 
from the Newton Republican: 

“He testified the company renders month- 
ly statements of its expenses in handling af- 
fairs of the Cities Service organization to 
the Cities Service Company, and that the lat- 
ter concern reimburses Henry L. Doherty 
& Company in the amount of its expenses. 
Hamilton said the reimbursement was not 


covered by a written contract, and that there 
was no profit in connection with its payment. 
He testified Henry L. Doherty & Company 
had contracts with Cities Service subsidia- 
ries under which the utilities were charged 
12 per cent of their gross revenue for serv- 
ices rendered by Henry L. Doherty & Com- 
pany. The charge against oil subsidiaries, 
he said, was one per cent. Hamilton said 
the money was deposited with the Cities 
Service Company which in turn reimbursed 
Henry L. Doherty & Company for the 
amount of its expenses. He said Henry L. 
Doherty, president of Cities Service Com- 
pany personally received ‘not one single 
cent’ of the 12 per cent charge against util- 
ity subsidiaries. He also said Doherty re- 
ceived no salary but only earnings from his 
stock holdings in the Cities Service organi- 
zation. Under cross-examination by Ear 
Hatcher, a commission attorney, Hamilton 
said that in seven out of the past ten years 
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the Cities Service Company had paid more 
to Henry L. Doherty & Company than had 
been collected from subsidiaries for services 
rendered. He said the deficit over the 10- 
year period was $768,000. Outlining the Ci- 
ties Service organization, Hamilton said the 
executive committee of Henry L. Doherty & 
Company consisted of the operating heads 
of the organization. He said Doherty was 
the sole owner of the company which bears 
his name. Hamilton testified the expenses of 
Cities Service Company were ‘very small,’ 
“asserting it carries on no operating activities 
and has ‘very few’ employees. Henry L 
Doherty & Company, Hamilton said, per- 


forms various services for the Cities Serv- 
ice Company, including the conduct of the 
latter’s operations and advisory work rela- 
tive to operation of Cities Service subsidia- 
ries. 

A valuation of $92,943,000 has been placed 
by company witnesses on the properties of 
the Cities Service Gas Company and its as- 
sociated companies, exclusive of gas leases 
which they had given a market value in ex- 
cess of $13,000,000 and an “intrinsic value” 
of around $20,000,000, including the value 
of wells. These figures attorneys for the 
public service commission have sought to 
tear down. 


=e 
Indiana 


Electric Rates Are Attacked 
in Many Cities 


M3 communities in central Indiana 
and west central Ohio, according to 
the Richmond Jtem, are striving for lower 
electric rates. Threat of municipal owner- 
ship is used as one of the weapons. 

Union City, Indiana, which is dissatisfied 
with prevailing rates, is seriously consider- 
ing the establishment of a municipal electric 
plant. In Winchester the council is demand- 
ing a more substantial reduction than a re- 
cent change from 9 to 8 cents per kilowatt 
hour. A Winchester official is quoted as say- 
ing that they are not considering the con- 
struction of a municipal electric plant but if 
the present utility refuses to provide a “rea- 
sonable schedule,” then the city will con- 
tract with some other company for electric- 
ity. 
Other cities which are demanding rate re- 
ductions include Connersville, Hagerstown, 
and Centerville. Centerville has intimated a 
desire to contract for Richmond municipal 
plant service, although, according to the 
Item, it is generally believed that the com- 
mission would not permit such an arrange- 
ment. 

The city of Lebanon has filed with the 
commission a petition for reduction in rates 


charged by the Public Service Company of 
Indiana. It is declared that the present rate 
yields an income of approximately 30 per 
cent in excess of what would be a reason- 
able return on a fair valuation. 

New Albany, according to the New Albany 
Tribune, will take steps towards ultimate 
municipal ownership unless the company 
puts into effect a schedule of electric rates 
satisfactory to city authorities. 

The Public Service Company of Indiana, 
according to the Columbus Republican, has 
been asked by Commissioner H. K. Cuth- 
bertson to revise its petition to make electric 
rates more uniform in its “south system.” 
The Republican says: 

“The request was made because the sched- 
ule, although purporting to be generally low- 
er, would increase rates to be paid by some 
consumers, and would in many instances do 
away with special rates for electric stoves 
and other appliances which consumers have 
bought with the understanding that power 
for their operation would be provided at a 
rate lower than that for lighting.” 

The utility companies have been attempt- 
ing to reverse the commission’s principle of 
utility regulation laid down in the Martins- 
ville Electric Case in 1928, which established 
the rule that the city is the unit for regula- 
tion and not the company or any area sub- 
divisions of the company. 


y 
Missour1 


Survey Is Made of Missouri 
Electrified Farms 


HERE are approximately 14,201 electri- 
fied farms in Missouri using electric 


service from central stations, being served 
from 2,942 miles of rural pole lines,. accord- 
ing to a survey recently completed by the 
Missouri Association of Public Utilities. Of 
these, 12,918 farms are served by private 
companies, and 1,283 from municipal plants. 
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This year’s survey shows an increase of ural lines, or 14 per cent. A total of 5} 
1,644 rural customers, or 13 per cent, in the per cent of Missouri farms are now electrj- 
last year and an increase of 359 miles of fied. 


e 
New York 


Appliance Business Is Probed 
By Commission 


HE public service commission has 
launched an investigation of the mer- 
chandising activities of public utilities. 
Chairman Milo R. Maltbie, according to the 
New York American, stated that the pur- 
pose is to establish whether the utilities have 
a legal right to sell gas and electric appli- 
ances, and whether they may properly charge 
a deficit in such business to their rates for 
utility service. 
At a hearing on this subject Chairman 
Maltbie asked if it was the custom of any 
of the utilities to shut off gas or electricity 


because a customer had failed to meet the 
required payments on his appliances. When 
several utility representatives replied in the 
negative, Chairman Maltbie said: “I happen 
to know that it has been done.” Quoting 
from the New York American: 

“The utility representatives insisted they 
had a legal right to sell appliances. They 
said their chief interest in selling appliances 
was to increase the sale of gas and electric- 
ity. They insisted that in doing this they 
were not competing with dealers. William 
R. Ransom, representing the Consolidated 
Gas and Electric, said he doubted the wis- 
dom of compelling the utilities to adopt a 
separate accounting system for its merchan- 
dising business.” 


€ 
Pennsylvania 


Appeal in Long Fought Water 
Rate Case Is Heard 


T= Pennsylvania Superior Court on No- 
vember 18th concluded its hearing of 
arguments in the appeals of the Scranton- 
Spring Brook Water Company and protest- 
ing citizens and municipalities of Luzerne 
and Lackawanna counties against the find- 
ings of the public service commission which 
permitted a rate increase over the price 
charged before the two water companies 
were merged, according to a report in the 
Philadelphia Inquirer. 

Counsel for the opposing interests attacked 
principally the valuation fixed by the com- 
mission. This was in excess of the amount 
demanded by the customers and below the 
amount claimed by the water utility. The 
company also contended that the commission 
had fixed a “budget” for the company inade- 
quate for the satisfactory operation of the 
utility. 

Arguments were heard concerning the ef- 
fect of the so-called Harvey Act of 1931, 
under which consumers are asking that the 
findings of the commission be returned to 
that body for adjustment in conformity with 
such decree as the court may enter. Coun- 
sel for the utility contended that under the 
act the court was required to proceed inde- 


pendently to satisfy itself that the findings 
of the commission were reasonable as to the 
consumers, but in case of the water company 
the court also had to consider the matter of 
confiscation. 

So many legal propositions, disputed facts 
and figures, and conflicting testimony of ex- 
perts are involved in the case that it is re- 
garded as the most difficult the superior 
court has ever had to pass upon, says the 
Public Ledger. The company is probably 
the largest privately owned water company 
in the United States. 


¥ 


Natural Gas Rates Are Protested 
before Commission 


T= city of Williamsport has filed a com- 
plaint against the new rates proposed by 
the Pennsylvania Power & Light Company 
for gas after the introduction of the natural 
product, and the city of south Williamsport 
has authorized its solicitor to file a similar 
protest. The Williamsport action was based 
largely upon the conclusion of a fact-finding 
committee of citizens which reported to the 
city council. 

The committee expressed the opinion that 
the capital investment allocated to the Wil- 
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liamsport area in relation to the utility’s stat- 
ed expected gross revenue and net earnings 
from that territory is extremely high, but 
that the estimated net return on the com- 
pany’s investment so allocated would be less 
than that allowed by a public service com- 
mission as a “reasonable return.” 

The proposed rates are on the therm basis 
instead of the cubic-foot basis, and the util- 
ity officials state that a decrease in existing 
rates will be fully demonstrated on the bills 
for all users for heat units when natural gas 
‘is introduced. The committee states that 
while the commission looks first and prin- 
cipally to the relationship between invest- 
ment and earnings of a utility as a guiding 
principle in their decision, a commission must 
be expected to give consideration to any col- 
lateral evidence tending to prove that the 
rates of the utility impose an undue hardship 
on the consumer. The proposed natural gas 
rates for Williamsport are declared to be 
very much higher than in other localities. 


¥ 


Water Rate Battles Fought 
in Susquehanna 


OMMUNITIES served by the Scranton- 

Spring Brook Water Company during an 
investigation of the rates of that utility drew 
up their battle lines and resorted to extreme 
measures to preserve what they considered 
their rights. Similar tactics are now appa- 
rent in the fight against rates of the Cana- 
wacta Water Company which serves Susque- 
hanna and Lanesboro. The Scranton Times 
states that “an aroused citizenry has its 
scouts, patrols, and guards on duty from 
early morning until the coming of darkness.” 


And this paper describing the fight adds: 


“Every employee of the Canawacta Wa- 
ter Company has at least three men watch- 
ing his every move and the guards are pre- 
pared to prevent the shutting off of water 
taps anywhere in the borough. Women of 
Susquehanna and Lanesboro were notified by 
the league today that in the event of water 
company employees turning off the water 
when there are no men on hand to prevent 
them, immediate notice should be sent to the 
Transcript office and men will be hurried to 
the scene to turn the water on again.” 


» 


Opposition Develops against 
Municipal Water Rate 
Increase 


4 b- Philadelphia city council has been 
considering an increase in rates for the 
municipal water plant, but protests have been 
pouring in from real estate boards and oth- 
ers who contend that this would put an add- 
ed burden upon the small home owners. 
Officers of various real estate boards, in a 
communication to the president of the city 
council, according to the Philadelphia Jn- 
quirer, state: 

“We know of no better means of further 
decreasing home ownership in Philadelphia 
than would be the effect of the ordinance to 
increase these rents. The already great de- 
linquency in such rent payments, which is 
itself a danger signal, is but a forerunner 
of one phase of the disaster that must follow 
the enactment of this ordinance. It will 
tighten the tax rope that is slowly strangling 
home life in Philadelphia.” 


e 


Texas 


Commission Starts Gas 
Rate Regulation 


wi the beginning of an inventory of 
the properties of the Lone Star Gas 
Company, by a commission representative, 
W. C. Fitzhugh, the Texas commission has 
undertaken an extensive investigation of gas 
rates. The Dallas News says concerning the 
proceedings : 

“This is in line with a request for an in- 
vestigation made some time ago in which the 
. Lone Star Gas Company was a party. Al- 
though bids on gas line valuation have been 
before the commission for several weeks, no 
action has been taken on them and apparent- 
ly the state will itself do the work of valua- 


tion. Company officials here Tuesday ex- 
pressed the opinion, however, that the work 
is of such magnitude that more than one 
person will have to undertake it. Valuation 
of gas company properties is necessary in 
order that the state can pass on a proper 
division of the part of a municipal gas rate 
that shall go to the pipe line company and 
to the distributing company. Already seven 
appeals from gas rate reduction ordinances 
have been filed with the railroad commission. 
The ordinances have been ordered suspend- 
ed and the cases will be set down for hear- 
ing by the commission. The supplying com- 
panies have been allowed to continue exist- 
ing rates upon posting bonds to assure re- 
funds in the event the ultimate decision calls 
for lower rates.” 
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District of Columbia Taxicabs Go on a Metered Basis 


OR over two years Washington, D. 

C., has been the scene of one of the 
bitterest rate-cutting taxicab wars in 
the history of this transportation indus- 
try. At present, as a result of this rate 
war, it is possible for one to ride any- 
where within the limits of the city prop- 
er for a flat rate of 20 cents. There 
is considerable doubt, of course, wheth- 
er this rate actually pays operating ex- 
penses, to say nothing of profit for the 
driver and an allowance for deprecia- 
tion. 

Heretofore the District of Columbia 
Public Utilities Commission has been 
thwarted in its attempts to regulate the 
cabs. Empowered by Congress to reg- 
ulate all common carriers, the Dis- 
trict commission attempted as early 
as 1915 to fix rates for taxicab service 
under the authority of this general 
power, but because its powers are so 
broadly stated in the Federal statute, 
frequent court interpretation has been 
necessary to define them, and such in- 
terpretations have so far been, gener- 
ally speaking, adverse to the commis- 
sion’s position, at least as far as taxi- 
cab regulation was concerned. Recent- 
ly, however, the commission resolved to 
bring order out of the present chaotic 
conditions in the taxicab industry and 
on November 6th handed down an or- 
der requiring all taxicabs in the District 
of Columbia to return to a metered rate 
basis within sixty days. The opinion 
stated that zone rates for taxicab serv- 
ice were unsuitable for a city the size 
of Washington, and that the charge 
could not be made commensurate with 
the service rendered, and accordingly 
resulted in discrimination against cer- 
tain passengers. The commission’s 
opinion pointed out that zone rates in 


7 


the District of Columbia had been very 
objectionable in many ways; drivers 
had refused to apply them uniformly, 
there was uncertainty as to zone bound- 
aries, and such rates were said to have 
had the effect of increasing “cruising” 
and keeping cabs in congested traffic 
areas to the prejudice of satisfactory 
call service by telephone. 

Furthermore, proper accounting data 
with respect to operating costs and rev- 
enues (said by the commission to be 
essential for the proper regulation of 
taxicabs) was held to be unobtainable 
under a zone fare system, whereas a 
taxi meter system will make such data 
readily accessible. The new rates were 
calculated to permit drivers to earn a 
reasonable wage without the necessity 
of long hours. Another important fea- 
ture of the commission’s order was its 
prohibition against the so-called “driv- 
er-rental” practice. The operation of 
motor cars as taxicabs by drivers who 
rent such cabs from their owners with- 
out being either employees or agents of 
such owners and upon registration tags 
issued to such owners was forbidden. 
The commission required further taxi- 
cab operations to be either by the pro- 
prietor of the cab himself, or by a driv- 
er employed by the proprietor and re- 
sponsible to him. 

The commission handed down fur- 
ther rules and regulations respecting the 
operation, registration, appearance, and 
maintenance of taxicabs, and also with 
regard to the qualifications, conduct, 
and appearance of the drivers. Two- 
door or so-called “coach” type auto- 
mobiles were held to be unsuitable and 
unsafe for adequate taxicab service. 
Re Rates for Taxicabs. (D. C.) Formal 
Case No. 230, Order No. 956. 
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Private Contract Motor Carrier Is Subject to State Regulation 


NE of the most interesting and im- 
O portant regulatory decisions of re- 
cent months was handed down by a 
Federal three-judge court, Judge Hut- 
cheson on October 26th giving an opin- 
ion on the constitutionality of the new 
Texas motor carrier act. Heretofore it 
has been repeatedly held by no less an 
authority than the United States Su- 
preme Court (Frost v. California R. 
Commission, 271 U. S. 583, P.U.R. 
1926D, 483) that a state legislature may 
not by fiat convert a contract carrier to 
a common carrier and that while a state 
may regulate the highways it may not 
regulate private business upon them. 
This doctrine has been more recently 
confirmed by the United States Su- 
preme Court in Smith v. Cahoon (283 
U. S. 553, P.U.R.9931C, 448). Asa 
result of these decisions it had come to 
be assumed by most of the bar that 
whenever a state attempted to regulate 
the business of so-called private con- 
tract carriers, its attempts would fail 
to pass constitutional muster. For this 
reason, the new motor carrier act en- 
acted by the forty-second legislature of 
Texas fell under grave suspicion as to 
its constitutional validity. This statute 
declares the business of operating as a 
motor carrier for hire upon the public 
highways, whether as a common car- 
rier or as a private carrier by contract, 
to be a business affected with public in- 
terest. The statute proceeds to pro- 
hibit the use of the highways by a pri- 
vate contract carrier in the absence of 
a permit from the state commission. 
The commission is admonished by the 
statute to grant such permits only after 
considering the qualifications of the ap- 
plicant, including a consideration of his 
financial and moral responsibility. The 
commission is also instructed to con- 
sider the congestion of traffic and the 
adequacy of existing service along the 
routes contemplated before granting the 
application of the private contract car- 
tier for a permit. And even after the 
permit is issued the carrier is subject 
to the regulation of the commission in 


regard to rates, accounting, and safety. 

When this law was hauled into Fed- 
eral court for a constitutional inspec- 
tion, it was feared that in the face of 
such decisions as Smith v. Cahoon, su- 
pra, it was doomed. Consequently, the 
recent decision of Judge Hutcheson, 
concurred in by District Judge West, 
which sustained the constitutionality of 
the Texas law, can be regarded as some- 
what of an “upset.” It is, further- 
more, a rather important victory for 
state commission regulation. Judge 
Hutcheson distinguished the Texas law 
from the doctrine laid down in Smith 
v. Cahoon, and similar decisions, by 
pointing out that the state has the right 
to withhold the use of the highways 
from all carriers for hire whether pri- 
vate or common, and that in the inter- 
est of the public in the establishing of 
dependable transportation systems it 
could impose upon such private carriers, 
who made a living out of the public 
highways, reasonable regulation such as 
imposed by the Texas statute. Judge 
Hutcheson pointed out that in Smith 
v. Cahoon, there was no attempt to dis- 
tinguish between common carriers and 
private carriers, whereas in the case at 
bar the Texas legislature frankly rec- 
ognized private carriers as such and 
proceeded to regulate them as such. 
The opinion stated : 

“Here is no case of compelling private 
carriers to become common carriers; no 
case of granting a right and thereafter ar- 
bitrarily or illegally conditioning that 
right. Here is a case of a clear, a simple, 
a complete declaration of policy that the 
public has an interest in the business of 
carriage for hire over the highways of the 
state, a prohibition of the right to engage 
in such business except under a franchise, 
and an affixing to the enjoyment of a fran- 
chise the condition that the holder must 
become an integral part of the transporta- 
tion system of the state, and must sub- 
mit to the regulations applicable to his 
franchise as to rates and practices.” 


Judge Hutcheson was of the opinion 
that the Texas law did not apply to 
casual carriers but only to persons or 
corporations engaged in a general busi- 
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ness of transporting passengers or 
property for hire. District Judge Ken- 
nerly, in a dissenting opinion, took the 
position that there was no material dif- 
ference between the case at bar and the 


issue decided in Smith v. Cahoon, and 
that the Texas law should accordingly 
be held unconstitutional. Stevenson v, 
Binford et al. (U. S. Dist. Ct.) No, 
E-479. 


e 


The Missouri Commission Refuses to Condone Illegal Construction 


HE St. Paul & Kansas City Short 

Line Railroad Company must find 
itself in a rather uncomfortable posi- 
tion over the construction of a bridge 
known as “bridge 280.” It seems that 
the law of Missouri requires such struc- 
tures to have a horizontal clearance of 
not less than 22 feet unless authority 1s 
granted from the public service com- 
mission. Through alleged inadvertence 
the company built bridge 280 with less 
than the specified clearance. Subse- 
quent to the construction it asked the 
commission for authority to “maintain” 
such bridge. The commission dis- 
missed the company’s petition for lack 
of jurisdiction. 

The commission took the position 
that its jurisdiction was limited by stat- 
ute to granting permission for such 
structures prior to their actual con- 
struction and that where a utility had 


undertaken to erect such a structure 
without the necessary authority the 
commission could not then condone or 
ratify the act. Insomuch as the law 
imposes a penalty of not less than $100 
and not more than $1,000 for each day 
such structure is permitted to remain 
in existence, the railroad company is 
faced with the possible necessity of 
tearing the bridge down and building 
it over again. Commissioner George 
H. English wrote a. dissenting opinion. 
He took the position that since the com- 
mission had authority to grant permis- 
sion to carriers to deviate from statu- 
tory requirements or terms, such au- 
thority was continuous and could be 
exercised within the discretion of the 
commission even after such structures 
have been constructed. Re St. Paul & 
Kansas City Short Line Railroad Co. 
(Mo.) Case No. 7763. 


79 


A Private Utility Is Permitted to Cut Rates to Meet Local 
Competition from a Publicly Owned Plant in California 


OME weeks ago the Georgia com- 

mission decided that the Georgia 
Power Company had authority to cut 
rates to meet local competition offered 
in the city of Cordele by the nation’s 
one and only county-owned electric 
plant in Crisp county, Georgia. Now 
comes a decision from California 
which practically confirms the reason- 
ing of the Georgia commission in every 
detail. 

It appears that since the establish- 
ment of an electrical system some years 
ago, the Modesto irrigation district has 
offered severe competition to the Pacif- 
ic Gas & Electric Company which had 


previously rendered electrical service in 
that territory. A rate war ensued dur- 
ing which both the privately owned 
utility and the irrigation district made 
successive rate reductions. The pur- 
pose of the district apparently was to 
drive the private company from the 
field, and the purpose of the private 
company was to stay where it was and 
retain as many of its old patrons as pos- 
sible. 

Recently the Modesto district asked 
the California commission to compel 
the company to withdraw its electrical 
service from the district. The district 
and 23 other cities and districts also 
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asked that the Pacific Gas & Electric 
Company be ordered to reduce electric 
rates throughout the entire territory 
served by the privately owned utility 
to a level in conformity with the rates 
which are charged in the Modesto 
district. 

A commission decision written by 
Commissioner W. J. Carr denies the 
petition of the irrigation district upon 
both points. The commission held that 


the privately owned utility, having been 
in the field before the Modesto district, 
had a right to stay there and continue 
its service as long as it could, and fur- 
thermore, that in its attempt to sur- 
vive, the privately owned utility had a 
right to cut rates to meet local compe- 
tition without cutting them throughout 
its entire service area. Modesto Irri- 
gation District v. Pacific Gas & Electric 
Co. (Cal.) 


e 


Public Convenience and Necessity Defined by the 
Montana Commission 


HE Montana commission has de- 

fined the meaning of the phrase 
“public convenience and necessity” in 
connection with the administration of 
the motor carrier act of that state in 
recently determining rival applications 
of an individual, Harry W. Fulmer, 
and a subsidiary of the Northern Pa- 
cific Railway Company for certificates 
to operate as motor carriers between 
Billings and Miles City. The commis- 
sion denied the application of Mr. Ful- 
mer in view of the competition that 
would result from his operations to the 
Northern Pacific Railway. 

The commission pointed out that it 
is specifically required by the law of 
Montana to give reasonable considera- 
tion to transportation service being fur- 
nished by railroad or any other existing 
transportation agency before authoriz- 
ing the establishment of new motor car- 
rier service. The point was raised as 
to whether the service being offered by 
the railway was adequate to meet the 
needs of the territory involved. The 
commission held that reasonably “ade- 
quate service” within the meaning of 
the statute requiring it to give consid- 
eration to adequate existing service be- 
fore authorizing competitive service 
does not contemplate the highest char- 
acter of service, either as to frequency 


or directness, but does contemplate a 
service, which when measured by its 
expense, volume of traffic, and the 
needs of the public, is found practical. 
From this it was concluded that the 
“public convenience and necessity” re- 
quired by the Montana statute, as a pre- 
requisite to the granting of a certificate 
authorizing the establishment of motor 
carrier service, contemplates a definite 
public need for a public transportation 
service in a territory where no reason- 
ably adequate public service exists. 

The commission refused to pass up- 
on the merits of the rival application 
of the subsidiary of the Northern Pa- 
cific. It intimated that this application 
would ordinarily be considered on a 
different footing, in that it would not 
result in adverse competition to the par- 
ent concern but rather would affect a 
coérdinated motor carrier service. In 
view of the fact, however, that the 
granting of the subsidiary application 
would involve a consideration of the 
curtailment of train service, the com- 
mission held that the matter was re- 
quired by law to be determined only 
in a direct proceeding instituted for that 
purpose. Re _ Billings-Miles City 
Freight & Passenger Service (Mont.) 
Docket Nos. 1105 and 1162, Report 
& Order No. 1610. 
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